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Can Europe Furnish
Collateral for Loans?

~ By WILBERT WARD*

Vice-President,
Natlonal City Bank of New York

Mr. Ward points out available
collateral, even if obtainable,
would be small fraction of pro--
- jected loans. Adds it would be
unwise to tie up such assets since
they are “the seed-corn of pri-
vate enterprise” and would cause
loss to owners.

The ¢uestion is here pro-
pounded as to whether it would
be practicable and desirable for
(xreat Eritain and other Western
i European
countries
which are ex-
pecting to re-
ceive grants
or loans from
us, to pledge
as collateral,
the holdings
of stocks,
bonds, and
other assetsin
the United
States which
they have
acquired or
can.acquire by
expropriation
from their na-
tionals who presently own them.

It iz a fair suggestion that coun-
tries which call on use for aid
should first make reasonable use
of their own realizable assets.
Those assets include not only

(Centinued on page 40)

Wilbert Ward

*Remarks by Mr. Ward at the
International Finance Session of
the National Foreign Trade Con-
vention, St. Louis, Mo., Oct. 20,
1947,
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The Investment Qutlook

By FRANK F. WALKER* )
Partner, Dean Witter & Co., San Francisco

Noting growing pessimism regarding. European recovery, invest-
ment banker points out we must become accustomed for many
years to carry on business in disturbed world. Says large backlog
of new corporate issues may depress bond prices, but contends
stock values have not yet reflected enormous rise in our national
income, price and wage levels. Advises combining investment in
leading common stocks with government and carefully chosen me-
dium security corporation bonds as protection against either defla-
tion or inflation.
A few months befare the outbreak of World War II the distin-
guished English historian, Arnold J. Toynbee, completed the sixth

volume of his monumental work entitled “A Study of History.” In
the opinion of scholars of history few works of such significance have

The Eclipse of Cheap
Money in Britain

By HAROLD WINCOTT
Editor, London “Investors’ Chronicle”

British financial expert describes development and operation of the
Labor Government’s cheap money policy and points out its effects
in increasing the Government’s short-term indebtedness and in en-
larging already excessive bank deposits. Says it is leading to
“suppressed inflation,” and is raising unduly capital values in Eng-
land, while encouraging unmecessary capital inves‘ment. Points
to testing time for British Treasury’s credit when £1,000 million
in railroad investments are paid in Government paper in January.

LONDON, ENGLAND—It may seem extravagant to describe the
recent fall in the prices of British Government stocks on the London

appeared in
recent times.
Spanning
the history of
humanity
from the
dawn of the
.- first recorded
civilizations in
Egypt Mr.
Toynbee notes
that of the 21
recognized so-
cieties or civ-
ilizations all
but seven
have disap-
peared. In his
study of the
Western European civilization he
inclined to the view that the
“rhythm of disintegration,” as he
termed it, which was so clearly
dlscermble in the closing history
of earlier civilizations, was al-
ready visible throughout the
greater part of Europe. The un-
derlying puncxple of “challenge
and response” which had charac-
terized all growing civilizations
was not being affirmatively met
(Continued onpage 32)

Frank F. Walker

*An address by Mr. Walker be-
fore the 21st Regional Conference
of the Pacific Coast and Rocky
Mountain States, San Francisco,
Calif., Oct. 22, 1947.
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EDITORIAL

As We See It

A Returning Tide?

Experienced observers will know how to interpret the
report of the President’s Council of Economic Advisers on
the effect of foreign aid upon the econciny of the United
States. They will, of course, not make the mistake of
supposing that the President feels himself bound irrevo-
cably to each and every suggestion contained therein.
Neither will they for a moment assume that the President
did not know in advance of publication what was contained
in the report, or that this document, when finally made
available to the public, contained any word or syllable
which the President would have preferred to have omitted.
Precisely the same can, naturally, be said of the recent
report of the Secretary of the Interior relating foreign aid
proposals to our national resources. It probably would not
be very wide the mark to say much the same thing about
the recent report of the so-called Paris Conference. Cer-
tainly what the Secretary of State has been saying for the
past half year, more or less, on the general subject of aid
to foreign peoples must be taken as the official word of
the Administration.

Thoughtful students of all these outgivings have
(Continued on page 29)
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Stock Ex-
change as the
most sensa-
tional happen-
ing seen in
the inter-
national stock
markets since
the end of the
war. But when
the back-
ground to the
fall (and the
preceding
rise) is ap-
preciated, the
justice of the
descrintion
will probably
be conceded. The British Socialist
Government was returned _to
power in 1945 at the precise
moment when all the natural
economic laws were conspiring
against cheap money. Six years
of war had brought an immense
but dammed-up velume of pur-
chasing power. There were the

small savings of the man in the
street, aggregating some &£6,000
(Continued on page 35)
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Origin and Evolution of Our Free Enterprise System

By WALTER E, SPAHR*

Professor of Economics, New York Uriversity
Executive Vice-President, Economisis’ National Committee on Monetary Policy

Dr. Spahr in tracing development of democratic and constitutional government along with free enter-

prise system points out it was private enterprise and private capitalism that made possible progress of

nation. Stresses need of fostering equality of competition as a means of determining proper prices of

commodities and services, and contends no government or collection of bureaucrats can compare in

efficiency and in intelligence with the: masses who are free to vote their dollars as they think best. Con-
_ cludes we are paying a terrific price for unscientific government and unscientific economics.

On September 17, 1787, one hundred and sixty.years ago, all but three delegates to
the Constitutional Convention in Philadelphia agreed to, and signed, the new Constitution

and transmitted it to the Congress of the Confederation with an explanatory letter and res-
olution indi-
cating the way
in which the
proposed gov-
ment should
be put into
operation.

This - new
Constitution
provided that
the ratifica-
tion by the
conventions of
nine states .
should be suf- |
ficient for the
establishment
of the Consti- J
tution between’
the states ratifying it. The ninth
state to ratify was New Hamp-
shire, June 21, 1788.

The adoption of this Constitu-
tion not only ushered in a new
era for the people of this country

but it marked, roughly, the be-
ginning of important economic
and political changes in Europe
as well, .
: The Industrial Revolution was
| getting well under way in Eng-
| land. We often date it from 1760.
| The French political revolution
| was being fought under the ban-
| ner of liberty, equality, and fra-
| ternity.

| The philosophies of liberty,
| equality, and fraternity, expound-
led in Europe by Montesquieu,
Voltaire, Diderot, ani Rousseau,
were also preached- in this coun-
try by leading framers of our
Declaration of Independence and
Constitution, and by others, as
were the economic doctrines ad-
vocated by such Physiocratic
economists as Quesnay, Turgot,
and Adam Smith.

the world began to use machines
and the capitalistic system that
economic progress became rapid.
More was accomplished in a dec-
ade than in a century :n the period
preceding the Industrial Revolu-
tion. And, as each decade passed,
following the adoption of our
Constitution, the rate of progress
became increasingly rapid. The
effects were cumulative.

In short, the 159 years following
the adoption of our Constitution
have been marked by the greatest
economic progress that man has
ever seen in any equal period ot
years in the history of the world
Our ancestors at the time of the
American Revolution
lived much more as men lived ir
the days of Julius Caesar than as
we live today. Transportation ir
1787 was little different from the

Up to the beginning of the In-|days of Caesar. The sciences of
dustrial Revolution and the adop- | medicine, chemistry, and physics
tion of our Constitution, economic -took great leaps forward with the
progress had been relatively slow | l-beration of mankind hastened by
here and abroad. It was only after" (Continued on page 26)

Business and Commodity Qutlook for 1948

Vice-President, Business Statistical Organization, Inc.,
Babson Park, Mass.
Dr. Spangenberg, in estimating business volume at 30% above normal, predicts purchasing power will
continue high and there will be only slight recession in 1948.  Sees national income for year about
$190 billions, but warns foreign situation is not reassuring and our dominant role in international drama
will require united action of all economic segments to maintain a vigorous and healthy economy.

Walter E. Spahr

*An address by Dr. Spahr be-
fore the Cluett, Peabody Convo-

As the golden harvest time warns of the season’s end, once again we turn our thoughts
ahead toward a new year. We try to cut through the mist of the future and arrive at 2

carefully balanced forecast upon which plans for 1948 may be safely constructed. All our
citizens, be -
they rich or

poor, farmer

or industrial-

ist, employer

or employee,

old or young

—all find

themselves

either con--
sciously or un-

consciously

guessing what

next year is

likely to hold

for them.

The eager
young veteran
who owns a
gas pump in Kalamazoo wonders
whethér or not it would be wise
to take out a GI loan and expand
his small but growing business.
The investor in his skyscraper of-
fice, wonders whether he should

- | pattern his operations for the|you have seen the business curve
coming year along bullish or set all kinds of new records. In
bearish lines. Even the calloused | accordance with the Law of Ac-
politician in Washington uneasily | tion and Reaction upon which our
scans the headlines, and muses | forecast theory is based, it would
' | that uncertainty may very well appear that a staggering recession
be the only certainty for 1948. It | —even amounting to a major de-
is at such a time that we must dig | pression—is overdue.

beneath the headlines of the day The truth is, however, that
to unearth fundamental facts and | much of the over-expansion of
figures — political, economic, and | recent years has been entirely due
social. Upon these, and upon 40 |to war production. Goods and ma-
years of experience in studying | terials coming off the belt-lines
and forecasting trends, our pre-|kave been thrown into th2 limbc
dictions for 1948 are based. of destruction instead of being dis-
tributed to the consumers. Thus,
as far as consumer production is
concerned, we were literally in a
depression during the war, This
means in brief that there is stil
room for a lot of top-notch busi-
ness and trade before we must
expect a major readjustment.

Even if the remarkable rate of

1948 Business Volume Lower

First of all, let us examine the
prospects for business in general.
In any such consideration, it is
necessary to realize that activity
so tar in 1947 has been at strato-
spheric levels. Even now, the
average of business volume
throughout the country is a

Dr. L. Spangenberg

Trading Markets in
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activity registered this year is
not entirely duplicated in 1948,
the average decline should be
small. In fact, we expect a 5%
(Continued on page 22)

robust 30% above normal. Natur-
ally, such feverish output cannot

continue forever. If you have
been following your Babsonchart,

*An address by Dr. Spangen-
berg at the Annual Babson Busi-
ness Conference, New York City,
Oct. 28, 1947,

probably |.
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A Stock Market Forecast

By LEONARD S, HERZIG
Partner, Sartorius & Co.

- Mr. Herzig reviews in detail past five years of stock market be-

- havior in relation to business factors.

Contends market erred in

-its precipitous 1946 decline, and argues the resulting price level
should soon be corrected by an upswing.

Current Confusion
The .financial community and the public at large seem at the
present time to be in a state of mental confusion as to why there
exists the great differentiation between the actual yields and earnings

of common stocks and their apparently low prices.

thought obvi-

One school of

ously believes
that this dis-
crepancy canu
be explained
by the fact
that these div-
idends a n d
earnings are
transitory—
the other that
the market
will adjust
itself to a
higher level in
recognition of
the fact that
the present
high level of
business activity will continue fo1
some time to come.

In the midst of this confused
thinking and the completely con-
trary predictions which now
emanate from the financial com-
munity, it might be well to review
the financial and economic history
of the last five years during which
a great war was fought to a vic-
torious conclusion and at least the
beginnings of the readjustmenis
which this great struggle made
necessary have been completed.

The bull market that began in
1942 and ended in 1946 was quite
unusual in some respects. It was
not unusual insofar as its extent
and duration were concerned, hul
it was unusual that it had few
reactions of any consequence and
because during its life the stocks
of the best corporations in Amer-
ica were never overpriced while
stocks of those corporations which
can be considered as marginal had
rises of enormous proportions. The
fact that no serious reactions took
place was probably due to the
strict margin rules, and the fact
that the secondary companies did
so exceedingly well was due to
the wartime economy which pirac-
tically guaranteed all corporations
capacitly business. The results of
the lack of reaction was that it
prevented frightened liquidation
sn the way up and, therefore, a
situation existed at the top of the
market where people owned
stocks at enormous profits, The
result of the tremendous rise in
unseasoned issues was that it
made for highly unintelligent
speculation by an inexperienced
group of speculators.

During the first three quarters
of 1946, an overbought position
prevailed which had to be cor-
rected, but instead of a reaction
of secondary proportions, a break
of major proportions ensued, due
possibly to the fact that people
were able to sell at very low
prices and still retain part of their
profits.

Major breaks in the stock mar-
ket usually portend a decided
worsening of the business picture,
and therefore the break was wide-

Leonard S. Herzig

ly heralded as a forerunner of a
business recession of considerable
proportions. In modern times,
and especially since the advent of
the.Federal Reserve System, the
market has been a good forecaster
of business changes six months in
advance, but no longer. It is
scarcely conceivable that the stock
market is sufficiently clairvoyant
to be able to see beyond that time.

Since the top of the stock mar-
ket occurred in May, 1946, and the
decline was in September-Octo-
ber of the same year, it would
be fair-to assume that if the stock
market were fulfilling its usual
barometric purpose, the business
picture would certainly have de-
cidedly deteriorated a year after
the stock market had made its top.

The Market Anomaly

Instead of a recession, however,
we find that from May, 1946 to
May, 1947 the Federal Reserve
index of business was up about
15%, national income was up 109,
the earnings on stocks in the Dow
Jones industrial averages were u»n
over 30% and dividends on thes2
same stocks were up 15%. In
other words, for some reason or
other, the stock market had a
break but without any forecasting
value insofar as business is con-
cerned.

In an effort to explain away this
rare phenomenon, a most vocifer-
ous group of chart readers, busi-
ness soothsayers, and all manner
of observers of psychic phenomena
have come into their own and
have put to shame the statis-
ticians who, over a year ago, had
the misfortune to correctly pre-
dict the business trend and the
earnings and the dividends which
actually developed. Statisticians
were proved wrong, not in their
prediction of the future, but be-
cause, in spite of the correctness
of these predictions, the market
fell 50 Dow-Jones points. On the
other hand, those who predicted
lower stock prices were proven
to be completely correct even if
for the wrong eccnomic reasons.
The public, having seen values
melt in spite of increased earnings
and dividends, has given up all
ideas of following values and now
thinks only in terms of a possibiz
depression which must be somic-
where around the corner.

The only segment of the econ-
omy which has suffered in the
last year has been those soft goods
businesses which supply the retail
stores. Retail stores undoubtecly
were overstocked 1n 1946, and es-
pecially with ersalz merchandise.
Their forward commitments were
especially high. This situation was
corrected in two stages:
forward commitments were re-
duced in late 1946 and, second,

(Continued on page 33)
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A Concrete Program for Germany

Chairman, Johns-Manville Corporation

Holding that tha “Morgenthan-Rooseveli” philosophy, and quadripartite division of Germany are wholly
impracticable, Mr. Brown offers follewing program: (1) Ending reparation of capit.a\l goods; (2) curtail
de-Naz fication; (3) el:minate shackles on German exports; (4) include Germ?ns in Marshall Plan dis-
cussions; (5) establish ceniral government for Western Germany; (6) institute Continental type of
central banking system; and (7) provide a new currency. Believes France will cooperate.

Not even a beginning can be made to a solution of the problem of Western Europe un-
less we Americans recognize and admit that the Morgenthau phllosophy, as dlg:tated by
President Roosevelt in the Quebec, Yalta and Potsdam Agreements, is predicated on

fallacies and
has made in-
possible the
accomplish-
ment of the
very objec-
tives which
we all consid-
ered impera-
tive.

We must also
recognize that
thequadripar-
tite division of
Germany, in
view of the
attitude of
Russia, can
never succeed.
We must therefore accept the
present partition of Germany as
an accomplished fact at least for
the present.

The partition of Germany means
that Germany's breadbasket in the
east is now in the hands of Po-
land and the Russians.
American, British
zones in Western Germany are

Lewis H. Brown

their food requirements.

only provide the other half of
their food requirements by manu-
facturing and exporting goods to
the rest of the world. By the end
of five years they must export
twice as much per copita as before
the war. In the meantime, they
must be fed primarily from Amer-
ica by loans advanced not as re-
lief, but on a five-year plan un-

der which food will be used as an :
incentive to get German industry .

into production so that she can
export to buy necessary raw mate-
rials and the balance of her food
requirements,

If food is merely provided to
Germany or Western Europe on a

relief basis—if food is not used as

an incentive and a means to get-
ting production—then it is merely

gg&l‘olrrrllglegs ligl;.shofloer \l;gltlhefnc(l)o\ﬁgpg  rials industries have already been

of eventuallv getting either Ger-
many or the other countries off
the backs of the American tax-
payer. ’
On the other hand food can be

*A summary of a book by Mr.
Brown, “A R-nort on Germany.”
currentlv  publiched by Farrar
Straus, N. Y., $3.00.

By LEWIS . BROWN~*

In the |, aanijzation under General Eisen-

and French !

'the problem of the invasion of
48,000,000 people who cannot pos- |
sibly provide more than 50% of
These | Germany and Western Europe.
people in Western Germany can |

used—if it is used properly—as a
means of getting these countries
nto production, eventually able
to stand on their own feet and
.ully capable of repaying the
i0ans to America providing Amer-
ica will accept repayment in
physical goods in the years to
come.

In my opinion nothing can be
accomplished in either Germany
or Western Europe under the
Marshall Plan unless we in Amer-
ica announce with the utmost
clarity an entirely new policy for
the revival of Germany which is
at present the cancer in the body-
solitic of Western Europe.

Four Aspects of Problem

That new policy must deal with
four aspects of the problem:

(1) Organization. We must set
up an organization to deal with
this proklem just as we set up an

hower and SHAEF to deal with

Europe.
(2) We must give new hope to

(3) We must use food in order
to force the production of coal in
both Great Britain and Germany
and use coal as a dynamic means
.0 get industry going so that with
exports they can buy raw mate-

rials and food.

(4) Repayment. We must pro- |
vide in advance for a practical;
means of repayient if we expecti
to be repaid.

Under such a new policy our
first objective should be to pre-
vent the restoration of military
power tn Germany.

To do this. we must completely
abandon the Morgenthau philoso-
phy in favor of a plan that from a
practical standpoint can be main-
tained for 30 vears or more. Ger-
many'’s army. general staff and
munitions plants and war mate-

destroyed. Germany should never
be permitted to have an army of
any kind. Instead. there should
be a coordinated army of occupa-
tion for Western Germany pat-
terned after the SHALEF organiza- !
tion built by General Eisenhower
for the invasion. After five yvears|
this army of occupation should be |
paid for by Germany. Ultimately i
it should come under :~e contrel |
|

Brockway

Established 1926
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Du Mont Laboratories
"Sterling Motor Truck

*SPECIAL REPORT AVAILAELE

Wanp & Co.

Members New York Security Dealers Association

Direct Wires to PHILADELPHIA & LOS ANGELES
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Tele, NY 1-1286-7-3

‘tary forces of America,

of the United Nations Organiza-
tion and be maintained for 50
years. - .

As part of the duties of the
army of occupation there should
be an inspection system covering
the 10 basic strategic materials
necessary for war that would en-
able the Allies to know ‘at all
times that the raw materials and
finished products were being used
for peacetime purposes and ex-
ports and not stockpiled for war.

Once it is determined that we
must have an entirely new policy
for Western Germany and West-
ern Europe, it will be necessary
immediately to visualize a new
organization designed to see that
the objectives of policy are ob-
tained.

We should begin with Germany
as the place to start that new or-
ganization, We should ask Gen-
eral Eisenhower before terminat-
ing his office as Chief of Staff

to return to Germany for a couple |
of months to reinstate in Germany
the pattern of integrated and co-
ordinated organization which was
so successfully built under his
command for the invasion of
Western Europe,

Military Occupation of Western
Zones

On the one hand, he should
build an integrated and coordi-
nated military organization of oc-
cupation for the three Western
zones bringing together the mili-
Great
Britain and France to be supple-
mented later by additions from
other members of the United Na-
tions.

On the other hand, General
Eisenhower should use his great
prestige in Europe to help bring
together an integrated and coor-
dinated civilian economic organi-
zation to deal with the economic
control of Western Germany un-
der a policy that would place !
upon the Germans the responsi- '
bility for the administration of

Continued on page 30)

| comfortable. The negotiation of a
! calls the aftermath of 1920 when
| their

| business transactions to very bur-
| densome maturities,

.that we had an overabundance of

. dynamite,

More on Corporate Profits

By ALDEN RICE WELLS
Vice-President and General Manager, J. H. Goddard & Co. Ine.

Following through the subject opened up in' a previous article,

Mr. Wells comments on corporati

ons’ declining cash balances and -

again contends accountants leave many items of cost off income

statements, resulting in inflation
for new capital to meet both repla

of profits. Sees increasing need
cement costs and physical expan-

sion. Advises steering clear of bank loans and attacks accounting

depreciation rules. Sees need for

reform of accounting principles.

Most directozjs find their corporations’ cash balances running
down quite alarmingly. They no doubt find small comfort in the size

and qualitye
of their fel-
low sufferers.
It is scarce-
ly consoling
when they go
to their bank
for a loan to
observeothers
doing the
same thing to
the tune of
$100 millions
weekly., A
total of $12.4
billions in
bank loans ac-
companied by
rising prices
looks too much like 1920 to be

Alden R, Wells

bank loan in this atmosphere re-
bank loans suddenly changed
character from ordinary

History need not repeat if di-
rectors will disentangle them-
selves from the artificial atmos-
phere of fancy finance and re-
mind themselves that the purpose
of their corporation is to produce
and sell goods at a profit, and for
this they must have in addition to
their physical property an ade-
quate amount of cash. From thig
starting point a few questions di-
rected at the corporation’s treas-
urer will show what steps are
necessary to ensure financial
strength.

Perhaps the first question should
he: “Mr. Treasurer, you report

cash resources a year ago: you
also report one of the most profit-
able years in our history; why
then don’t we have more cash to-
day than ever before?” When this
is answered fully the director can
then see why playing with bank
loans is as safe as playing with

Old timers who kept in touch
with their business by going
through their plants rather than
looking at elaborate sets of statis-

Telephone: LExington 2-7300

Eought—Sold—Quaoted at Netl Prices

EASTERN CORPORATION

P

Central National Corporation

ESTABLISHED 1927
22 East 40th Street, New York 16, N. Y.

Teletype: NY 1.2948

41 BROAD STREET

GRAHAM-PAIGE
MOTORS CORPORATION
4% Convertible Debentures due 1__956

Memorandum on tequest

a ®
Seligman, Labetkin & Co.
N INCORPORATED :
Members New York Security Dealers Association

New York 4, N. Y.

tics in an insulated office never
bothered about their cash balance
so long as it equalled Current Lia-
bilities. When it dropped below,
they wanted to know why in a
hurry. Careful bankers too were
not impressed by 4 to 1 ratios of
Current Assets to Current Liabili-
ties unless the cash was there. If
they had to supply the cash, they
insisted on adequate strings.

When: the Treasurer, as he
probably would, replied to the
first question that prices had gone
up so much all their spare cash
went into inventories, the Old
Man might look at his plant, at
his stock-pile, and ask the crucial
question: “No change here; what
have we to show for this loss of
cash?” If he particularly disliked
his treasurer -he would ask the
further question: “What do you
mean by telling me our surplus
went way up when I know ——
well the company is just the same,
but we have now run out of
cash?”

That ends the questions. The
Old Man knew that the net result
for the year's operations was a
loss. When the treasurer told him
a bank loan was needed—he knew
it was nonsense. What was need-
ed was new capital to replace the
lost.

Sloppy though it may seem, ac-
countants leave many items of
cost off Income Statements. With
costs understated, profit figures
are inflated, and of course capital
evaporates. The details of this op-
eration were published in a pre-
vious article, but S. Sloan Colt,
President of the Bankers Trust
Co., has put it quite succinctly:1

“One significant factor general-
ly overlooked in the current profit
picture is that accepted methods
of business accounting result in a
substantial everstatement of earn-
ings under present conditions.
Thus some of the current profits
are quite illusory and really rep-
resent the using up of capital.”

This past year has demonstrated
the damage to business and the
contribution to the inflationary
spiral of these large fictitious
profits. The subject has interest-
ing ramifications, but probably
not the kind that labor leaders
would care to explore. It might,
however, prove a very profitable
study for Senator Taft, whose
committee on price studies could
be of some use.

None of this helps the business=
man, however, who discovers that
just when his treasurer tells him
he is making a good fat profit,
Mr, Colt comes along and tells
‘him he is using up his capital, and
then he finds Mr, Colt is quite
correct because a bank loan is
needed.

Realizing that what the treas-
urer is really asking for is new
capital to replace the amounts
lost, our hard-boiled executive
next begins to find out just how
much was lost. If it is not too
large, he begins cutting' down
here and there, liquidating a fews
unnecessary frills or overstocked
items, remarking, “We have less
capital. We now will operate on
the smaller amount of capital.
There will be no bank loans,
thank you.” .

If, however, as is the average
case today, he finds very large
amounts of capital lost, he wilk

1See the “Chronicle,”” June 3, 1947
and June ‘26, 1947,

(Continued on page 28)
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The
State of Trade
and Industry

J

. The regularity with which most raw materials have been reach-
ing manufacturers generally, made it possible for total production to
be maintained at a high level the past week.
. Output of industry was moderately above that of the correspond-
ing week of last year and while order backlogs showed a slight de-
crease in some lines, demand for most goods remained of record size.
Of great interest on Friday of last week was the report released
by the Census Bureau which revealed that the number of civilian
Jjobs advanced by 332,000 during October to reach a total of 59,204,000.
The bureau commenting on civilian employment stated:

“Employment has nevei been at a higher point except in the
summer months of this year when large numers of seasonal farm
workers and students on vacation were in the labor force.”

Unemployment declined 225,000, the bureau stated, to a level of
1,687,000, the lowest recorded since November, 1945, just following
the ending of the war.

. It is also interesting to note that all of the increase in the number
of employed occurred in non-farming industries, where the employ-
ment total reached a level of 50,500,000 in October. Farm employ-
ment, estimated at about 8,600,000 in October, was practically un-
changed from that of September.

. Prices were of somewhat more than usual interest the past week,
since as "Business Week” in its current editorial, “Outlook,” points
out, it marked the first anniversary following the final removal
of OPA ceilings.

. Says the editorial, “Over-all wholesale prices have risen 16 %,
in the year. If that seems small to you, remember that this whole-

sale index includes some 900 commodities and is not a fast
mover.

“Products other than farm and foods—mostly industrial—are up
20%. They beat other products because they were up so much less
when the lid finally came off. The cost-of-living index has risen from

1481, to above 160. Against these rises, the consumer has added only
6% to his income,

. “When prices run away from consumers’ incomes, it means
either that (1) people have to get more pay, or (2) a lot of them
are priced out of the market. And white-collar groups, histori-
cally, always fall behind the parade.”

. Exports continue to intensify the upward pressure on prices, and
while they are below their May peak they remain large ranging any-
where from 7% to 15% of our production, according to the magazine.
The excess of exports over imports cuts directly into the amount
available for domestic use and while no one knows exactly how much
they effect prices, the paper concludes, that it may mean the whole
difference between catching and not catching home demand.

Turning to retail trade, volume in the week just ended was
slightly below the level of the preceding week but remained moder-
ate]y above that of the corresponding week a year ago. The slight
decline in sales was attributed to the unseasonably mild weather
which prevailed in many sections of the country. Seasonal promo-
tional sales, it was noted, were on the increase.

The general confidence of retailers was reflected in their buying
policies last week. Wholesale volume rose slightly above the level
of thq previous week and moderately exceeded that of the corre-
sponding week of a year ago. The showings of Spring lines of mer-
chandise were well attended with a large volume of orders placed.

STEEL OPERATIONS SCHEDULED AT 0.9% BELOW

PREVIOUS WEEK

Temporarily at least the backbone of the recent scrap price spirai
has been broken, according to “The Iron Age,” national metalworking
weekly. There were no advances this week in the price of scrap at
Pittsburgh and Philadelphia and in the Chicago area the price of
heavy melting steel reflected an average decline of $3.25 a gross ton.

“The Iron Age” scrap composite price—based on the average
heavy melting steel price at Pittsburgh, Philadelphia and Chicago—
declined $1.08 a gross ton this week and now stands at $41.50 a gross
ton. Out-of-district scrap is still being shipped into Pittsburgh at
prices ranging from $45 to $47 a gross ton, while the so-called local
market there remains at $40 a gross ton this week. Conditions today
in the scrap market are not by any means following the patterns
which they have in the past.

Some officials have insisted that they would close down
open hearths before they would submit to a “runaway” market,
indicating the possibility that steelmakers will win part of their
fight against inflationary scrap prices.

It will take at least a few weeks to determine if the withdrawal
of consumers from the market or the offering of prices from $3 to $4
below recent highs will have any lasting effect on scrap price trends.

It is possible that steelmakers will not seriously object to the
sllocation of steel products for export under the Marshall Plan, but

(Continued on page 31)
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Observations . . . .
By A. WILFRED MAY

UN-“RESTRAINT”—IN THE REFORM TRADE

Confusion created by lack of monopoly by either

the Department of Justice or the SEC in controll:ng
the Investment Bankers

The Government's institution of a suit against 17 of the na-
tion’s leading investment bankers and the Association, filed last
Thursday by the Department of Justice, although presumab.y justi-
fied on narrow and technical legal grounds, is bewildering and con-
fusing to the lay observer and to tne stuaent
of regulation. A decade-and-a-half afier the
dramatized Congressional Hearings(*) which
(with a cast headed by J. P. Morgan-cum-mon-
key) explored every avenue of abuse as the
foundation for the ensuing securities laws anu
the institution of the Securities Exchange Com-
mission and the Division of Security Loans of
the Federal Reserve Board as the administrators
thereof, and eight years after the extended Te.-
porary National Economic Committee hearings
on monopolies,(¥#) apparently neither the Com-
mission, the Federal legislation, the various staie
authorities and Blue Sky laws, the Better Busi-
ness Bureaus, the NASD, nor the tightened Stock
Exchange regulations, are deemed to be effective

Irrespective of the truth or falsity of the At-
torney-General’s charges, the government as such
should have avoided the conflict of the present
action with the clearly and oft indicated long-term status of the SEC.

In the first place we must remember that the Commission :tsj:if
was established as an administrative body to administer, with
the Federal Reserve Board, the “mandate” of Congress and.the peu-
ple as formally expressed in the rigid legislatioq. Thus it is vouch-
safed wide powers to institute investigations, to issue stop orders, 13
make rules and regulations including those governing registration
and prospectuses, and to conduct exhaustive hearings on proce_dx‘,lres.

It appears that. not only the investment bankers, but the Com-
mission itself, have been under the impression it has had suck
authority, or that otherwise it should (as it has) cure abuses througl.
requested additional legislation or its possessed powers,

A. Wilfred May

The SEC’s Clearly Stated Position

For example the Commission early this year announced resump-
tion of its war-interrupted program for joint study of the 1933 anc
1934 Acts, for which purpose it created its own' continuing commit-
tee, the “Statutory Revision Committee,” to study the need fo:
changes with interested outside persons. Subsequently on June 4
Chairman Caffrey in a letter to the industry and other “interested
persons” significantly stated: “We wish to make it plain that if the
Commission determines to make recommendations to the Congress
it will be intended as a step in the overall program which may
effect, as well, other segments of the Securities Act and the provi-
sions of the Securities Exchange Act.”

Such joint Commission-with-industry work has apparently been
satisfactory even as far as the currently complained-of stabilizing
and bidding procedures are concerned, for there is no record of ¢
request for further legislation having been made therefor.

As an example of policy statément, Mr. Catfrey at a press con-
ference on Dec. 9, 1946 explained how “thoroughly the Commissiou
has been exploring all forms of new issue distribution, inclu.ing
specifically the allotment of new issues to insiders.” And Commis-
sioner Hanrahan only last August before the NSTA re-stated thc
Commission’s functional status thus: “People will not invest in @

il

the securities field. It is our job to see that they get it.”

Possibly it did not behoove the Department of Justice to con-
cern itself with the adequacy of the existing statutes and the admin-
istration thereof. But the conclusion surely seems warranted tiat
its belief in the adequacy of the law and the wide administrative
powers held by the agency (SEC) charged with enforcement by the

(*)Hearings before the Senate Committee on Banking and Cur-
rency, 73rd Congress, on S. Res. 56 and S. Res. 97, were held in 1934
“to investigate the matter of banking operations and practices, trans-
actions relating to any sale, exchange, purchase, acquisition, borrow-
ing, lending, financing, issuing, distributing, or other disposition pf
or dealing in, securities or credit by any person or firm, partnership.
association, corporation, or other entity, with a view to recommending
necessary legislation, under the taxing power or other Federal

(**)Cf. for example Part 9 on “Savings and Investment,” p.
3815 et seq.

(Continued on page 39)
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dishonest market. They want a security whose price is fixe_ed by t}}e /
untampered influence of supply and demand. They want fair play in |,

Corhrey Hallowe’en
Parly Huge Success

LOS ANGrLES, CALIF. — An
informal cocktiail party held at
the Los Angeles offices of Carter
H. Coibrey & Co., 650 South
Spring Street, on Hallowe’en Oct,
31 was pronounced a huge suc-
cess. About a thousand brokers
and bankers from the financial
district attended. The boards
groaned with a lavish supply of
food and drink; music was also
furnished.
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THE “MARSHALL PLAN”
What it means

A practical analysis of the most timely
topic of the day, explaining its concept
and scope, and singling ‘out American
industries likely to be beneficiaries.
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A Sound

By W. G. F. PRICE*

Bank Loan Policy |

Vice-President, American Nationalﬁ Bank and Trust Co. of Chicago

- Asserting bank loan policy must be tailored to needs of individual bank, Mr. Price points out aim

should be to enable bank to carry out the type of borrowing business it wishes to encourage. OQutlines

* four generalizations, viz: (1) bank’s personnel should know clearly what is the loan policy; (2) the

policy should be subject to periodic review; (3) policy should recognize obligations to customers; and

(4) policy should not discriminate against small or new businesses. ‘Warns of perils of declining bor-
rowers’ equity and urges keeping loan policy in focus with business prospects.

There is a temptation to define po}icies in such broad terms as to make them almost|.
“Liberal” or ‘“‘conservative’” when used to describe a loaning policy are al-
most as meaningless as when the same terms are applied to politics. A so-called “liberal” |-

meaningless.

loaning policy
may not be
liberal at all.
It may simply
mean a -will-
ingness to
explore
thoroughly all
of the facts
surrounding
an application
and hence de-
velop values
not readily
apparent in a
casual analy-
sis. “Conserv-
ative” is some-
times, but by
no-means always, a synonym for
unwillingness to develop all of the
information necessary to arrive at
a decision.

- Nor does a loaning policy which
advocales some such objective as
“making all the good loans we
can make, and still avoid taking
undue losses” seem precise enough
to be of great value.

It is obvious that a loaning
policy must be tailored to the
needs of the individual bank.
What is a sound objective for one

William G. F, Price

' *An address by Mr. Price at
the Mid-Western Credit Confer-
ence, Chicago, Ill., Oct. 28, 1947.
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24 Federal Street, Boston 10
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institution may badly fit the re-
quirements of another. - I should

like to suggest that the starting

point in the formulation of a loan-
ing policy is the relationship be-
tween capital fundsrand' the loan
portfolio. In ‘this eomputation I
believe we should deduct from
capital funds the amount of our
fixed assets. The net liquid capital
in our bhusiness serves the same
function as in any other business.
It must be in an amount suffi-
cient to thoroughly safeguard our
creditors from shrinkage in the
value of our assets.

Some interesting movements
have taken place in this barom-
eter both over the long pull and
recently. Total capital funds are
used here since fixed assets are
not shown separately in the
weekly reports. In October of ’29
the relationship of loans to capital
was about 4 to 1. What happened
in the next five years is still a
vivid memory to most of us in this
room. On Dec. 31, 1934, the ratio
of loans to capital had dropped
to a little below 2% to 1. At year
end 1945, shortly after V-J Day,
the ratio had moved up slightly to
about 3 to 1.

From thereon out, as you know,
there has been a rapid and almost
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uninterrupted expansion of bank
credit. By the beginning: of’ this
year our baremeter had moved
up to about 3% to 1. Today -the
ratio is about 4 to 1. The fact that
the figure happens to be at the
1929 level is so far as I am con-
cerned a coincidence and not a
prediction. So far as I know there
is no magic number which of it-
self alone flashes a danger signal.

For any one bank, too many
other factors enter into the equa-
tion. What are the amount of the
hidden and unallocated reserves?
Does the bank make it a practice
to make regular accruals to a loan
reserve, the accruals based either
cn loan portfoliogtotals or on loan
portfolio income? Of prime im-
portance, what is the quality of
the individual items making up
the loan total? It is the answer to
this question which primarily
determines what is an adequate
loan to capital relationship. How
often does management review
the composition of the loan port-
folio, both with respect to quality
and to diversification of risk?
What is the quality of the bond
account? What is the practice on
amortization of premiums and on
taking into earnings profits
realized on sales?

The answers to all of these
questions, I believe, are necessary
before management can intelli-
gently formulate a loaning policy
for itself. A few moments ago I
made some disparaging comments
about the definition of policies in
such broad terms as to render
them meaningless. Therefore, even
before this body of experts let me
expose at least one of my chins
to outline the terms in which I
believe a loaning policy should
be stated, after making the type
of analysis just suggested.

It should have a more or less
definite dollar target, be it up or
down from present totals. Loan-
ing policy should be able to state
what types of borrowing business
the bank wishes to encourage or
discourage. By way of illustration
I mean not only types of loans
such as term loans, installment

(Continued on page 34)

The Long-Bell
Lumber Company

Common Stock
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The Biggest Threat to Prosperity!

By JOHN DUTTON i
Noting an accumulated deficit of $125 billion in new capital for- |
mation since 1932 and proven value of such investment in pre New
Deal .days, Mr. Dutton declares not even fraction of the backlog
will be forthcoming unless tax atmosphere favorable to risk taking
is again restored. Says “soak the rich” tax policy in reality works
to detriment of labor, its supposed beneficiaries, and sees nation’s
prosperity endangered unless immediate steps are taken to remedy
present impasse. Cites policies of SEC and NASD as stumbling
blocks to free flow of venture capital into productive channels.

The October 30 issue of “The Commercial & Financial Chronicle”
carried an article by Don G. Mitchell, President of Sylvania Electric.
Products Inc., entitled “Capital Formation—Life Line Of Progress”.
It should be required reading by everyone interested in the future
‘welfare of our country, including of course, investment men and
‘brokers handling securities. Mr. Mitchell says, “In our country,
‘capital formation, is on the one hand, taken for granted, and on the
:?’}l}er, caricatured, misunderstood and penaiized.” AND HE PROVES

" He further states that data from the National Bureau of Eco-
nomic Research and later corroborated by the U. S. Department of
iCommerce, shows that during the 60-year period between 1869 and
11930 about ONE-FIFTH OF THE NATION’S TOTAL PRODUCTION
iWAS NEEDED DECADE AFTER DECADE FOR INVESTMENT. Due
to this, the output of labor doubled because labor was given better,
‘tools and machinery WHICH WAS CREATED BY Thk INVEST-
'MENT PUT BEHIND IT AND AT THE SAME TIME LABOR’S REAL
.WAGES (PURCHASING POWER) WAS DOUBLED. And yet for
‘the past 15 years, ever since Roosevelt introduced slander against
business as a means of perpetuating political power in this country,
the people have been told BY GOVERNMENT PROPAGANDISTS
.that investment is some sort of evil thing—that investors who risk
' capital are the enemies of labor—that speculation is bad and should
be restricted by government, and that stock and bond dealers and
brokers in general are at best, only a parasitical growth to be
:gl_erated for another few years until the government finances every-

ing.

The New Deal also introduced tax policies which they mis-
represented to the majority of our people as a method of soaking
the rich which would divert more money into the hands of those
who had less of it. But as a result venture capital went into hiding
|in tax free municipal bonds. For many years the New Dealers tried
to-get at this money too but it evaded them. As a direct result of
these attacks uvon the thrifty and industrious members of our nation
VENTURE CAPITAL CEASED TO FLOW. Since 1932 there has been
an accumulated deficit of new capital formation of $125.000.000,000
(Department of Commerce figures). This is what New Dealism has
cost this nation and yet the people don’t understand that this short-
age of reinvested capital which has accumulated is the reason why
we now have an acute deficit of housing, machinery, steel capacity,
railroad cars, factories and capital equipment of all sorts. They don’t
understand that because Wall Street has not been functioning in
the same efficient way that it did for 60 years before New Dealism
took over that we now have inflation induced shortages, high prices
and depreciated money. The New Dealers have put the strangle-hold
on Wall Street very effectively during the past 15 years but the
wornout, superannuated machinery and tools now needing replace=
ment in this country cries aloud for a change in government’s policy
toward Wall Streét. England today is suffering from obsolete coal
mines and broken down industrial equipment and their socialist
government will keep them in that condition indefinitely. Our New
Deal is graduaully forcing this nation into the same abyss.

Mr. Mitchell points out that $36 billion of new capital plus $6 bil-
lion to make up past deficits, would mean $42 Dbillion of NEW
CAPITAL NEEDED THIS YEAR. Allowing for a 3.8% forward
march in production which adequate capital brings about this would
necessitate the creation of $48 billion in 1951 and $50 billion in 1956.

Do you think we will be able to raise that much new capital
under present tax laws where the rich are soaked until there is no
incentive for risk taking? Can the man making $10,000 a year furnish
the funds after he pays his high taxes and increazed cost of living?
Can the insurance companies and banks do it? They don't put up
risk money. Can we do it with a SEC and a NASD rigidly confining
the investment machinery of this country so that today speculative
common stocks are not often handled by underwriters and distrib=
| utors of securities? Can we do it with 75% margin requirements that
| has cut stock trading down to 20% of its proper volume considering

the growth of the country since the twenties? Can we do it when
a political minded Attorney General accuses the major underwriting
firms of this country with monopoly when these firms have been
doing business under standard rules of trade practice and custom
which has been accepted by even the New Deal SEC as proper, and
has gone on for the past 50 years? Can we create REAL WEALTH
in this country under such conditions?

I say we cannot do so! A re-election of the Truman Administra=
tion or any other Democratic, New Deal, coalition of left wingers
and believers in socialistic economics will mean a continuation of
the disintegration and decay of our productive equipment in this

(Continued under “Security Salesman’s Cor'ner” on page 16) ¢
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Let's Speed Up
Asserting too much is at stake

accuses Russia of both making
subversive infiltration.

|
\
Jl
i
{
!

Peace Treaties!

By HON. ARTHUR H. VANDERBERG*
U. S. Senator from Michigan

to surrender to discouragement,

Sen. Vandenberg advocates separate peace with Germany and
Austria if Russia maintains its obstructive attitude.
understood veto in Security Council was to be used sparingly, and

Says it was

United Nations impotent and of

Decries Russia’s strictures on U. S. and
while urging continued United Nations’ support, wants a restriction
on “veto.” Recommends caution in implementing Marshall Plan.

I wish to speak of peace with justice in a sane and liberal world.
It is the dream for which we joined in fighting two world wars. Fre-
quently the “dream” becomes a “nightmare.” But even “dreams”

are not enough. Every prayer in

our souls—every resource at our

s command—
% must continue
A ;. to strive to-
ward the real-
ity.

. We dare
not surrender
to discourage-
ments. Too
much is at
stake. Equally
we dare not
surrender the
objectives for
wnich we
fought
Science hag
foreshortened
. this world to
an ominous degree which denies
us the luxury of living unto our-
selves alone. The “next war”
could be relatively a matter of
minutes instead of months.

Yet grim reality warns us that
Allied unity has split apart. We
inust face all of these facts. In-
telligent American self-interest
cautions us to keep our feet upon
the ground. Meanwhile intelligent
American self-interest equally
warns us to keep our eyes on the
horizons. We cannot run away
from the responsibilities of lead-
ership unless we are ready to ac-
cept the dreadful price of its loss.

A H. Vandenberg

No Truce With Aggression
It is not leadership for con-
quest. It is leadership for a just,
a permanent and a collective
peace. We have no right or wish
to dictate the free decisions of
others. Our interest, faithful to
the universal pledge of the Grand
Alliance in the recent victory, is
solely that these decisions shall
he free. Otherwise there is only
enother {ruce with aggression.
Otherwise there is no peace.

_The reality of peace with jus-
tice was hopefully patterned in
the Charter of the United Na-
tions. It was built on the assump-
tion of substantial and essential
unity between the major powers.
Their *veto” in the Security Coun-
cil was to be “sparingly used”—
according to their own textual
pledge at the time. Thus they
themselves recognized its menace
when they created it. It has, in-
deed, been even less than “spar-
ingly used” — never by us and
only twice by  others—except by
thq Soviet Union which. acting
strictly within its legal rights, has
virtually paralyzed the Security
Council by its 20 “vetoes.” . Any.
analysis must stem from this cur-
rent prophetic fact.

There is no “veto” in the Gen-
eral Assembly. Full freedom for
this “town meeting of the world”
fortunately was preserved at San
Francisco. But usually when there
are divisions in the General As-
sembly and in its commissions
(which is most of the time) the
Soviet Union and its satellites are
similarly upon one side and the
balance of the world is a heavy
majority upon the other. There
are occasional refreshing exam-
rles to the contrarv which sug-
gest the ease with which the
-world would recuperate without

*From an address by Senator
Vandenberg at the University of
‘Michigan Convocation marking
-the centennial of the Dutch colon-
ization of Michigan, Ann Arbor,
Mich., Nov. 3, 1947.

1his kast-West ri{t. But the usual
aivision is five or six to oae.
Majorities are not necessarily
always right. But it is a hard
strain upon elementary logic to
pbelieve that these heavily pre-
ponderant voices from the con-
science of the world could always
be so continuously and so con-
sistently wrong. I do not believe
they are. But it would be an
equal denial of logic to ignore the
hazard ia this persistently signifi-
cant alignment. The rights of
rninoriiies can be faithfully pro-
tected without making our peace
institutions impotent to function.
At some point in every human in-
<titution there must be decision.

Communistic Attitude Incompat-
ible With Peace

This poses the basic issue. Bul
it is by no means so simple. The
issue is persistently uanderscored
hy world-wide Communist atti-
tudes which most of us believe are
incompatible with the peace we
all solemnly pledged time and
{ime dgain. On one hand, it in-

volves the subversive infiltration

of other nations. On the other
hand. it involves the forceful im-
position of the rigors of the

| “‘police state” wherever Commu-

aism gets control. The question
I'ere iz not what we would like.
The question is the right of free
self-determination as promised by
all of us in every statement of our
war aims and our peace purposes.

This East-West cleavage comes
home to us in the most amazing
anti-American vilification which
ever belabored the ears of the
world. It is said that we are
“Fascists”"—we who maintain free
:peech, free assemblage and free
votes even for those who revile
us ard for whom there is no such
“Siberia” here as would swallow
comparable critics behind the iron
curtain. It is said we are ‘“eco-
nomic imperialists” — we who
lend-leased fabulous billions to
our Allies (including, for example,
an unsettled net amount of 11
billicns to Russia)—we who paid
'12% of UNRRA’s bounty. We are
“economic imperialists”"—we who
csk not one foot of expanded ter-
ritory. (Our Pacific islands trus-
teeship is under the United Na-
tions by unanimous’ vote includ-
ing Russia’s.) We are ‘“economic
aggressors”—we who ask not one
venny of reparations and -who
have voluntarilv relinquished our
“war booty.” We are said to be
“economic aggressors” —we who
have made vast and usually doubt-
ful loans to our former Allies in
response to their desperate peti-
tions.

We are said to be “warmon-
gers”—we who demobilized our

-war strength faster than any olher.

major power and with a passion
for peace which I fear may have
been misunderstecod by those who
still count their armed divisions
by the hundred. We are “war-
mongers’—we who possess atomic
bombs and yet beg the world to
join us in conclusively outlawing
atomic warfare everywhere for-
ever, We are curiously -called
“Hitlerites” by critics who seem
to forget that they, not we, were
once in communion with him.
This bitterly illustrates the ex-
tent tn which suspicion and dis-
(Continued on page 40)

in nuclear physics which led t

By H. D, EVERETT, JR.*

o the atomic bomb!

“Back of the Boom”

Director of Marketing Research, Ford Motor Company

Holding magnitude and duration of present boom cannot be attributed to greater severity of World

War Il compared with World War I, Mr. Everett lays cause to largely increased money supply, result-

ing from lending and investment operations of commercial banks. Traces growth, velocity, and changes

in character: of present money supply arising from both- government and private borrowing and points

to. relaxation of bank reserve requirements as factor in its increase. Says banks no longer “snatch

back credit umbrella when economic skys darken,” and concludes because of this, economic strains and
adjustments may be worked out without bringing on serious depression.

First, to dispel any possible confusion, let me say that my talk today, “Back of the
Boom,” is not a sequel to Dana’s ‘“Before the Mast.” Nor is it a treatise on the developments
The “boom” I have reference to is

simply the?v
high level of
produc ticn,
- employme n t,|
incomes, and
prices whicl
~our U. 8.
economy is
currently ex-
periencing.
Yet this eco-
nomic boom is
not unspec-
tacular in its
own right.
And its mag-
nitude and
duration are
certainly of
real concern to most of us. - So
oerhaps some time devoted to a
study of its background factors,
aind an appraisal of their probahle
‘mpact on its future course, will
aot be entirely wasted.

If there are any doubts that we
are currently enjoying an eco-
aomic boom of unprecedented
dimensions, a few figures should
quickly dispel them.

For instance, as measured by
the Federal Reserve Board Index,
based on' the average perform-
ance between 1935 and 1939, the
physical volume of industrial pro-
duction is at a level of 185% as
compared with 162% in 1941,
113% in 1937, and 110% in leg-
andary 1929,

Or, even after adjusting for the
sharp rise in consumer prices, the
Gross National Product—the dol-
lar volume of all production—is
currently 20% ahead of the 1941
level, 629 ahead of the 1937 level,
and 69% ahead of the 1929 level.
Or, total disposable personal in-
come of the American people—
their income after taxes—is cur-
rently running at an annual rate
of $170 billion as against only $92
billion in 1941 and $82'» billion
in 1929. Of coursz, the prices of
things people buy with this 1n-
come have risen substantially
since before the war, so the in-
crease in real disposable income
is not as great as these figures
would indicate. However, after
adjusting for the increase in the
cost of living, the American peo-
ple currently have available for
the purchase of goods and services
24% more real income than they
had in 1941, and about 61% more
than they had in 1929.

And finally, out of a total civil-
ian labor force of about 62 million
persons, approximately 60 miliion
are currently employed. Back in
1941 only 49 million out of 54
million were employed, while in
1929 about 462 million out of 4o
million were employed.

A few weeks ago, I had the
pleasure of seeing a special pre-
sentation by “Fortune” magazine
10 a convention of the Association
of National Advertisers. In this
presentation, “Fortune” first sum-
marized the findings of the Twen-
tieth Century Fund in their recent
monumental study, “America’s
Needs and Resources.” This study
showed the high levels of produc-
tion, employment, and incomes
which we may expect from the
American economy by 1950 and
1960. After summarizing this
study, “Fortune” took”it upon it-
self to appraise the current per-

*An address by Mr. Everett be-
fore the Optimist Club, Detroit,
Mich., Nov. 5, 1947,

H. D. Everett, Jr.

formance of the economy in re-
lation to the future specifications
drawn up by the Twentieth Cen-
tury Fund. The startling result
of this appraisal was that our
economy is already substantially
ahead of the schedule projected
by the Twentieth Century Fuud.
In other words, our production,
employment, income, etc., are al-
ready surpassing the potentials
which the Twentieth Century
Fund had postulated for 1950.
And, on certain factors we are
virtually at the 1960 levels. So
the economy is really booming
along, and at a rate which already
surpasses the initial postwar ex-
pectations of many economists!

Durability of the Boom

The boom has not only already
achieved higher levels than were
expected. It has also exhibited
an amazing durability. For, nl-
though it didn’t achieve spectac-
ular proportions until about 1942,
it had its inception way back in
1939, following the sharp depres-
sion of 1938.

Its durability has been slighily
embarrassing, to say the least, to
many economic “crystal gazers.”
Before the''war ended, for .in-
stance, many €économists predicted
a sharp reconversion depression
which never arrived. And ahout
a year ago it was hard to find an
economist who was not forecast-
ing a recession by spring or sum-
mer of 1947. Yet it is now almost
certain that 1947 will surpass 1946
in production, employment, and
income. And most economists to-
day are decidedly more optimistic
over the business outlook than
they were a year ago. In short, it
is now generally conceded that
the boom will roll through its
ninth consecutive year without
abatement.

Most of the forecasts of reces-
sion made sinee the end of World
War II have been based on a
comparison of current economic
events with those following Wortd
War I, when we had a short, sharp
depression, in 1921. By superim-
posing curves of various economic
factors since the beginning or
end of World War II upon the cor-
respoading ones as of World War
I, it was not hard to conclude ti.at
economic events would follow the
same course this time that they

had followed a quarter century

ago. That they have followed a
significantly different course sug-
gests that certain underlying fact-
ors are quite different today than
they were before. What these
factors are, and how they differ
now as compared to their status
in the past, is the main theme of
my talk today.

-It is obvious, of course, that the
direct cause of any boom is a
strong demand for goods and serv-
ices relative to supply. It is alse
obvious that a war enhances the
fundamental needs and wants
which underlie economic demand,
or needs and wants backed up
with ability to buy. Wars not only
destroy existing wealth—they also
curtail the production of new
wealth for normal civilian con-
sumption. Hence wars multiply
the basic need for goods and serv-
ices. Yet there was not a signif-
icant difference, except as to
degree, between World Wars I
and II in their effect on human
wants and needs, which in total
are always virtually insatiable
anyway.

-In short, the magnitude and
duration of the present boom can-~
not be attributed solely to the
fact that World War II was some-
what more severe than World War
1. This becores more clear when
we face the fact that large, un-
satisfied wants and needs do not
necessarily by themselves insure
a booming economy. Take, for
example, the experience of the
30’s, when needs and wants were
very great, and yet when the
economy operated persistently at
far below capacity. To generate
a boom, then, needs and wants
must be implemented by sufficient
money to convert them into ef-
fective demand, simply because
we operate in an economy in
which goods and services are not
exchanged directly for one an-
other, but indirectly through the

medium of money.

The Money Supply

If this analysis is correct, the
real key to our present boom
must lie in the money supply sit-
uation and the factors which af-
fect it.

What is the economy’s money
supply? In simplest terms, it is
the nation’s cash account—-money

(Continued on page 38)
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Public Utility Securities

Consolidated Edison

Consolidated Edison's consolidated earnings report for the 12
months ended Sept. 30 showed $1.61 per share on the common stock
compared with $2.25 for the previous period; and for the third quar-
ter 4¢ was earned compared with 23¢ last year. The third quarter is

nermally a slack period so far as¢

carnings are concerned. The pres-
ent adverse showing s~~ms due
to a combination of factors:

(1) While the company does not
publish net earnings for the gas
business (which contributes about
15% of gross) it is understood
that operations are now running
into the red and are an important
factor in the recent decline in net
income. Gas revenues are not
protected against rising coal
prices (up about $2.50 a ton), al-
though electric operations (with
some lag) recover a good part of
the higher fuel costs through
automatic rate adjustments, (2)
A wage increase of about $10,000,~
000 per annum became effective
in January this year (equivalent
to 54¢ a share after tax adjust-
ment). (3) Rate cuts aggregating
about $9,000,000 per annum (near-
ly 50¢ a share) became effective
during 1946, the largest reduction
($5,682,000) taking effect Aug. 15.
(4) Due to duplicate interest pay-
ments, earnings have not yet fully
reflected bond refunding savings.

Despite the sharp shrinkage in
earnings the company has not re-
duced the $1.60 dividend rate this

year (the usual 40¢ quarterly divi- !

dend, payable Dec. 15, was recent=
ly declared). The company re-
cently announced an approaching
offer of convertible debentures as
part of the preferred stock re-
funding program. The company
considers the sale of these con-
vertibles as equity financing (the
debentures will probably be ini-
tially convertible into common
stock at the prevailing price
level). Having thus accomplished
its eouity financing, the company
will then be prepared later to is-
are some  $100.000.000 honds to
raise required funds for the $250,-
000,009 four-year construction
program.

Future factors in the earnings

picture are as follows: The com-!

pany has planred since last May
to apply for an increase in gas
rates (Brooklyn Union has heen
granted a temporary increase) hut
its staff has been busy working in
the electric rate case (the state
commission, in addition to last
year’s cul, ordered a general in-

vestigation of the electric rate
structure). An application for an
increase will probably be filed in
the not too distant future and the
company can present a very
strong case. As overall earnings
are currently only about 5% .on
the rate base (after write-offs as
proposed by the state commis-
sion), it appears unlikely that the
commission will insist on a fur-
ther substantial reduction in elec-
tric rates, though readjustments
may be required,

While New York City may not
present opportunities for indus-
trial growth on a par with some
other sections of the country, the
construction of housing develop-
ments, hotels, office buildings,
theaters, etc. will probably get
under way in the next year or so,
and this will furnish a very prof-
itable type of “growth” for Edison.
Moreover, with its present low
rates, Edison can sell power to
big stores and office buildings
which formerly had their own
plants; this business, while less
profitable than residential should
increase future net,

For the present the most press-
ing problem is to get efficient new
equipment installed, in order to
cut expenses. This will take a lit-
tle time, and there may be a fur-
ther interim dip in earnings,
especially if a third round of
wage increases proves necessary.
An increase in gas rates may rea-
sonably be expected but probably
not in time to give the company
relief during the present heating
season. Later if wages and mate-
rial costs continue to rise with a
resulting increase in the general
price level, an upward adjustment
of electric rates may prove neces-
sary. Eventually Edison, the
world’s largest operating utility,
should be able to restore opera-
tions to a more profitable basis in
relation to its huge investment.

Minton M. Warren Dead

Minton M. ‘Warren, Director of

Research for Van Alstyne, Noel &
Co., New York City, died at his
home after an illness of three
months. He was 59 years old.
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Public Service Co. of Indiana

“Prospectus

Texas Public Service

Paixe, Wenser, Jackson & Curtis

Established 1879

Southwestern Public Service
*Tennessee Gas Transmission

on Request

Missouri Pacific

514 Serials

American Gas & Power
3-5s, 1953

Portland Electric Power
6s, 1950

GILBERT J. POSTLEY & Co.

29 BROADWAY, NEW YORK 6, N, Y.
Direct Wire to Chicago

pigitized for FRASER
ttp:/Hfraser.stlouisfed.org/
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H. Russell Hastings

Siler, Siler & Company.

Jones B.

Shannon, Miller, Kenower & Co.
Currie, Crouse & Company, Secretary-Treasurer.

Directors consist of the officers and Merle J. Bowyer, Paine,
Webber, Jackson & Curtis; Douglas H, Campbell, First of Michigan
Corporation; Joseph F. Gatz, McDonald-Moore & Co.; and J. William

Bond Club of Delroit Elects New Officers

DETROIT, MICH.—The Bond Club of Detroit has elected the
following new officers: H. Russell Hastings, President; Jones B.

Shannon Gilbert S, Currie

, Vice-President; and Gilbert S.

The Club, which is starting its 31st year, will hold a Fall Dinner
Party on Nov. 6 at the Hotel Statler, Detroit, at which Howard A.
Coffin, Representative of the 13th Congressional District of Michigan,
will be speaker on the subject “Behind the Scenes in Washington.”

to send interested parties

Dealer-Broker Investment
Recommendations and Literature

It is understood that the firms mentioned will be pleased

the following literature:

Fertilizer Industry—Analysis in
the current issue of “Review of
Business and Financial Condi-
tions”"—Hirsch & Co., 25 Broad
Street, New York 4, N. Y.

Impact of the Marshall Plan—
Discussion of effect on securities
markets—Strauss Bros., Inc.,, 32
Broadway, New York 4, N. Y.

New York Banks and Trust Cos.
—62nd consecutive quarterly com-
parison of leading banks and trust
companies of New York—New
York Hanseatic Corp., 120 Broad-
way, New York 5, N. Y.

Railroad Developments of the
Week — Current developments in
the industry—Vilas & Hickey, 49
Wall Street, New York 5, N.Y.

Steel, The Master Metal—Cir-
cular on the industry and stocks
of several low-priced speculative
steel companies—Mercer Hicks &
Co., 150 Broadway, New York 7,
N. Y.

“The Marshall Plan”—Analysis
explaining concept and scope and
singling out American industries
likely to be beneficiaries—In “Se-
curities Outlook,” a monthly dis-
cussion of topics of interest to the
investor and business executive—
G. H. Walker & Co., 1 Wall Street,
New York 5, N. Y.

Amerex Holding Corp.—Circu-
lar—Laird, Bissell & Meeds, 120
Broadway, New York 5, N, Y,

Cities Service Co.— Research
memorandum—A. M. Kidder &
Co., 1 Wall Street, New York 5,
N. Y.

City of Philadelphia Bonds—
Valuation and appraisal—Stroud
& Co., Inc., 123 South Broad
Street, Philadelphia 9, Pa.

Also available are a valuation
and appraisal of Railroad Equip-
ment Certificates and Price-Earn-
ings Ratios & Yields on 123 Public
Utility Common Stocks.

Diebold, Inc.—Special report—
Ward & Co., 120 Broadway, New
York §, N. Y.

Also available are reports on

Aspinook Corporation and Sterling
)Motor Truck.

Dresser Industries, Inc.—Invest-
ment appraisal—Kalb, Voorhis &
Co., 15 Broad Street, New York 5,
N. Y.

Florida Ramie Products, Inc.—
Circular—Batkin, Jacobs & Co.,
Broadway, New York 4, N. Y,

Graham-Paige Motors Corp.—
Analysis—Seligman, Lubetkin &
Co., 41 Broad Street, New York 4,
New York.

Also available are analyses of
Osgood Company “B,” Tennessee
Products & Chemical and Fashion
Park.

Lake Superior District Power
Co.—Analysis in the current issue
of “Business and Financial Digest”
—Loewi & Co., 225 East Mason
Street, Milwaukee 2, Wis,

Long Bell Lumber Company—
Detailed analysis available for in-
terested dealers—Comstock & Co..
231 South La Salle Street, Chi-
cago 4, Il

National City Bank of New
York — Special report — Walston,
Hoffman & Goodwin, 265 Mont-
gomery Street, San Francisco 4,
Calif,

Also available are reports on
Pacific Gamble Robinson Co. and
Steep Rock Iron Mines, Ltd.

Ohio Seamless Tube Co.—Mem-
orandum—Bond & Goodwin, Inc.,
63 Wall Street, New York 5, N. Y.

Portsmouth Steel Corp.—Data—
Buckley Brothers, 1240 Walnut
Street, Philadelphia 2, Pa,

Also available is late informa-
tion on Beryllium Corp. and
Gruen Watch.

Public National Bank & Trust
Co.—Third quarter analysis—C. E.
Unterberg & Co., 61 Broadway,
New York 6, N.Y.

Smith, Kline & French Labora-
tories—Study on one of the oldest
ethical drug firms in the country
—Coffin, Betz & Sullivan, 123
South Broad Stireet, Philadel-
phia 9, Pa.

Utica & Mohawk Cotton Mills,
Inc¢. — Circular — Mohawk Valley
Investing Co., Inc., 238 Genesee

Street, Utica 2, N. Y.

N. Y. Security Dealers
Dinner Committees

Hanns E. Kuehner, Joyce Kueh-
ner & Co., has been appointed
Chairman of the Committee for
the 22nd Anrual Dinner of the
New York
Security
Dealers Asso-
ciation to be
held at the
Waldort
Astoria
March 5, 1948,
according to
an announce-
ment today
by Clarence
E. Unterberg,
C. E. Unter-
berg & Co,,
President.
Bertram
Seligman is
Vice Chair-
man of the committee.

~John J, OKane, Jr., John J.
O’Kane, Jr. & Co., and Welling-
ton Hunter, Aetna Securities Co.,
are Chairmen of the Entertain-
ment and Hotel Reservation Com=
mittees, respectively,

Mr. Seligman is also Chairman
of the ticket committee. Other
members of the committee are
Richard M. Barnes, A. M. Kidder
& Co.; Herbert D. Knox, H. D.
Knox & Co.; Frank H. Koller, Jr.,
F. H. Koller & Co.; Walter Mur-
phy, Murphy & Durieu; Lee D.
Sherman, L. D. Sherman & Co.;
Herbert Singer, Luckhurst & Co.;
Otto H. Steindecker, New York
Hanseatic Corp.; Curtis J. Straus,
Heimerdinger & Straus; Abra-
ham Strauss, Strauss Bros.; John
H. Valentine, John H. Valentine
Co., and Melville S. Wien, M. S.
Wien & Co.

Kuhn, Loeh & Co. Offers
Gen. Am. Transp. Corp.
$4.25 Preferred Stock

A banking group headed by
Kuhn, Loeb & Co. is publicly of-
fering today a new issue of 150,-
000 shares of General American
Transportation Corp. $4.25 cumu-
lative preferred stock. series A,
without par value, at $98 per
share plus accrued dividends. The
proceeds will be used in part to
repay $5,700,000 in bank loans
and the balance initially will be
added to working capital.

The new preferred stock will
be redeemable at prices ranging
from $101.50 per share on or be-
fore Dec. 31, 1949, down to $100
per share after Dec. 31, 1957, The
stock also may be redeemed
through the sinking fund at the
price of $100 per share,

Net profit of the corporation
and subsidiaries for the six
months ended June 30. 1947,
amounted to $3,510,822. For the
calendar year 1946, net profit ag-
gregated $3,598,870.

COMING
EVENTS

In Investment Field

Hanns E. Kuehner

Nov. 21, 1947 (Detroit, Mich.)
Securities Traders Association of
Detroit and Michigan Annual Fall
Party at the Prince Edward Hotel,
Windsor, Ontario, Canada.

Nov. 30-Dec. 5, 1947 (Hollywood,
Fla.)
Investment Bankers Association
Annual Convention at the Holly=-
wood Beach Hotel.

November, 1948 (Dallas, Tex.)
National Security Traders Asso-
ciation Convention.

March 5, 1948 (New York City)

New York Security Dealers As-
sociation 22nd Annual Dinner at
the Waldorf Astoria.
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Sommodity Pri
‘ommodity Prices
By ROGER W. BABSON
Mr. Babson reviews rise in commodity prices and predicts American

housewife will be faced with higher prices in coming year.

Urges

practice of economy by following simple dietetic rules and curb-
ing inordinate appetite and “second helpings.”

Readers recently have been asking me some rather tough ques-
tions. To answer all of them, I would have to be an oracle, as well
as a statistician. However, I do the best I can. Right now I am

deluged with inquiries as to when

the peak in wholesale commodity

prices will bef
reached and
whether there
will be a fur-
‘ther rise in
the = cost of
living. Brief-
ly, and with
fingers
crossed, the
~wholesale
price peak
should be
seen by the
early second
quarter of
1948. As fto
retail prices
and the cost
of living, a further rise is in-
evitable.

A Glance at the .Record

To bring you up-to-date on
commodity price inflation, I shall
risk boring you with a few sta-
tistics. The latter, as you know,
are much maligned, but do serve
a purpose. Since August, 1939, to
recent date, the Bureau of Laboi’s
all commodity wholesale price in-
dex has advanced 109.5%. Build-
ing materials have skipped ahead
to the tune of 103.5%, other things
have advanced 165.3%. The reai
culprit, however, is farm prod-
ucts, with a gain of 207.4%. Hence,
the unprecedented prosperity in
the farm belt, which seems des-
tined to continue for a year or
so at least. Merchandisers should
keep that fact in mind. Farm
areas are a seller’s bonanza these
days. Farmers should be very
careful not to lose their profits by

i questionable  “invest-

Roger Babson

ments.”

To give you a better idea 'of
what the current commodity price
ipflation means in terms of dol-
lars and cents, I shall citq a few
specific instances. Back in Au-
gust, 1939, railroads and manu-
facturers could buy a ton of bitu-
minous coal at the mines for $2.50
to $2.70; today they must pay
$4.85 to $5.25 per ton. Squthem
pine lumber then was selling for
$22.35 per M; today it commands
$80. A pound of butter in Augnst,
1939, would have cost your mar-
ket man 24%c; today the price is
68%c. Whereas cocoa then was
selling for about 5c¢ a pound, the
price now is 49c. This fact bodcs
no good for the 5c chocolate bar.

Raw Materials Outlook

Raw material prices have in-
creased since August, 1939, about
160% and will go higher. Huge
public purchasing power, plus
continued high employment &t
good wages, points to heavy de-
mand for finished goods for some
time to come. Steel and certain
other raw materials are already
- scarce. Nylon stockings may soon
be scarce again. Rents will be
higher. Production costs cer-
tainly will not move lower in the
months ahead, and might well
increase, especially if. labor
should strike for still higher
wages to offset advancing living

" costs. ‘

It is possible, however, that
prices of certain imported raw
materials may move lower in the
not-too-distant future. Prices of

 eocoa, burlap, and shellac¢, are

- peing artificially maintained at
exorbitant levels by foreign gov-
ernments. But it may well be
that these governments of pro-
ducing countries are over-playing
their hands.

Farm Price Trend

Farmers, under government tu-
felage, now know when to hold

and when to sell. Under the
“parity-price” program, they
have little to lose by playing their
cards close to their chest. The
well-advertised -program of for-
eign aid, with its indicated strai_n
upon the domestic economy, 1S
the farmer’s cue for holding his
wheat, or other products, for still
higher prices.

Under the circumstances, I be-
lieve that ferm prices witl hold
up during 1948. This year’s short
corn crop, plus heavy foreign de-
mand for wheat and other food
products, is the pivotal factor.
While the food conservation pro-
gram may tend to ease the over-
ail strain, it will not radically
alter the tight supply-demand
situation.

Conclusion

While I regret to say it, the av-
erage American housewife in the
months ahead, will be faced with
higher prices in order to fill her
market basket. Already, she is
paying over double the August,
1939, food prices. My advice is to
practice economy by following
simple dietetic rules. There are
many good substitutes for costly
meat, eggs, etc. A few shifts in
diet, and a little curbing of in-
ordinate appetite can easily fatten
the pocketbook while slimming
the figure. The best exercise is to
push tood away from you! “Sec-
ond-helping-itis” is the 'most
prevalent American disease,

NYSE Members Approve
New Commission Rates

N. Y. Stock Exchange members
by overwhelming vote affirm rec-
ommendation of Board of Gov-
ernors for increase jn gross
commissions of 20%.

The amendment to the Consti-
tution providing for the calcula-
tion of commissions on a money-
involved basis and an increase of
gross commission income by ap-
proximately 20%, which was ap-
proved by the Board of Governors
on Oct. 17 and submitied to the
membership for balloting, has
been approved by the affirmative
vote of a majority of the ballots
cast. The vote was 756 approving;
373 disapproving; 2 blank or de-
fective. '

The ncw schedule of commis-
sions, which is the first change in
the rates since March, 1942, be-
came effective .on Monday, Nov.
3, and the schedules of rates and
service charges have been already
published and distributed to mem-
bers.

With Detmer & Co.
(Special to THE FINANCIAL CHRONICLE)
CHICAGO, ILL.—Lee M. Jones

has become associated with Del-
mer & Co., 105 South La Salle
Street, members of the Chicago
Stock Exchange. Mr. Jones was
formerly with Dempsey & Co. and
Sills, Troxell & Minton, Inc.

Joins Clark Davis Staff

(Special to THE F‘imucm CHRONICLE)

MIAMI, FLA.—Victor Clifton
has joined the staff of Clark Davis
Co., Langford Building.

o 3
With Adams & Co.
(Special to THE FINANCIAL CHRONICLE)
CHICAGO; ILL—~Elmer E.
Swanson has become affiliated
wtih Adams & Co., 105 West
Adams Street.,

Real Estate As An Investment

By THURSTON H. ROSS, Ph.D.*
Beverly Hills, California

Real estate expert holds, despite high values and high taxes, there are some very good investments to

Says equity returns are increasing due to lower mortgage rates and

increased loan ratios. Points out central business property is still a prime investment for institutions,
but multiple residential property is becoming more hazardous.

When we examine the integrity of a commercial property, we rely strongly on the

be made in residential houses.

capacity of the tenant to produce income.
directly related to the net income producing capacity of the tenants.

meaning in- ®

Income of residential investment properties .is

I say net income,

come which
belongs to the
employee
after income
taxes.

We speak
glibly of high
wages and
high salaries,
but sometimes
forget to
think realisti-
cally on the
matter of just
now little the
average resi-
dential real
estate user
has left after income taxes and
other essential outlays, with which
to pay his rent. The average
American worker has more and
bigger holes in his pocket today
than he has ever had before in
the history of this country or of
any other country than I know of,
yet investors in multiple residen-
tial real estate must recapture
their capital and accumulate their
interest out of this relatively
small amount, which the tenant
himself has available to spend. If
we agree that 20% or not more
than 25% of the average man’s in-
come should be paid for rent and
other occupancy costs or evan
rent alone, we will have great dif-

Dr. Thurston H. Ross

ficulty reconciling rental rates
even in low cost housing projects,
with the prospective capaciiy of
the tenants to pay.

I believe that there are some
very good investments to be made
in residential housing—both new
and old properties. Well located
houses with modern facilities
particularly those in established
apartment districts, are likely to
continue to show an adequate re-
turn on invested capital, On the
other hand, jerry-built houses
poorly located in districts a leng
way from work places and with-
out favorable apartment identity
present many hazards to sound in-
vestment practice.

The aggregate rate of return on
real estate investments has re-
mained about level during the last
three years, although there is
wide deviation from the average
return. Commercial occupancies
generally have shown increased
income because of larger volume
of merchandise available and
higher prices, producing greater
rent under percentage leases. On
the other hand, even in view of
exhorbitant rents allowed in new
houses, reduced residential occu-
pancy net income due to in-
creased operating cost, rather
than to vacancy or lower rents,
has largely offset the gain in comn-
mercial property returns.

Equity returns are increasing
due to lower first mortgage rates
and increased loan ratios. Twecive
typical business property invest-
ments a year ago.showed a net
return of 8.4% or $84 per thous-
and dollars of investment value;
61% or $610 per thousand of ‘this
value was covered by first mort-
gage at an average rate of 4.35%.
The first mortgage cost per $1,0600
excluding return of capital was
$26.54. Therefore, 39% of the
value or the equity of $390 re-
ceived the difference between the
$84  total income and the first
mortgage cost of $26.54 or $57.46,
which amounts to 14.73% on
equity investment.

“From an address by Dr. Ross
at the 21st Regional Trust Con-
ference of the Pacific Coast and
Rocky Mountain States, San Fran-

cisco,. Calif., Oct. 24, 1947.

Today a comparable number of
same type of properties show
4.02% average for first mortgage
money; 64% loans and an aggre-
gate net of 9.2% on the property

asa whole, thus leaving 18.4% on
_equity. Compare this with 1938

when 60% loans were being made
on a 5% basis and the entire in-
vestment paying only about 7%,
leaving an equity return of 10%.
There was some factor of safety
in the lower price level at that
time also.

This indicates to me that com-
mercial property, from an invest-
ment standpoint, is beginning to
soften, because equity buyers are
demanding a continually increas-
ing share of income. Yet I am nci
bearish on commercial property
from an investment standpoint.
There are still many new resi-
dential areas poorly supplied with
merchandising facilities, Many
older districts are inadequately
served. However, there has heen
a great deal of over-expansion of
commercial facilities in other
places. Central business property
has shown less speculative ten-
dency than outlying property,
and over a long-time swing, where
well located, it has a substantial
investment integrity. However, it
seems to me that sound financial
practice prohibits investment in
business preperty equities in the
current market, except under the
most unusual circumstances, he-
cause at today’s prices a rapid
swing of the cycle would very
likely liquidate a substantial por-
tion of the equity position.

The great pressure ot need to
invest funds rapidly accumulated
in times of great prosperity or in
times of inflation such as we are
experiencing today is likely to
distort one’s judgment as to what
constitutes an investment and at
what point money is being put
out on a pure speculation.

I must admit that I am some-
what confused by the new finan-
cial terminology, which to me in-
cludes a contradiction I cannot
reconcile in my own mind. Spe-
cifically, the term “equity invest-
ment.” I believe that it should
be well understood that equity
purchasing does not involve in-
vestment in the true sense of the
word. In equity purchasing, if it
approaches investment at ali,
there must be some very material
and very substantial additioral
security than the real estate it-
self. This security usually is In
the form of a lease, signed by gilt-
edged tenants.

I would like to call attention
also to the fact that in time of in-
flation many of our equities are
paper equities, which have no
more substance than the paper
profits of stock market of boom
days. ]

Another factor which must be
taken into consideration today,
when we think of real estate as
an investment, is the weight
which may be given to compara-
tive prices of real estate soid.
Valuation by comparison is always
a confusing process, because In
depression, prices indicate levels
far less than justifiable values.
While in times of inflation, such
as at present, real estate prices
generally indicate an amount far
in excess of sound investment val-
ue. Let us remember that price is
a historical fact, while value is an
opinion based on prospects in the
future. . When thinking of invest-
ments, we usually think of a
rather long period in the future.
We appear to be at a high point.

in a business cycle today, perhaps
not so far as prosperity is cou.-
cerned, but certainly so far as the
price structure is concerned.

In investment in real estate,
which has relatively low liquidity,
must be made with full considzar-
ation of these facts and in an-
ticipation of a long-time hclding
which is likely to carry us to
all the phases of the cycle again
and again. }

In summary, I believe that the
following observations are signif-
icant;

(1) Real estate is a good in-
vestment, but not up to 100% of
its present day market wvalue,
Every piece of real estate has its
investment band and its specula-~
tive band. The latter has tended
to broaden because of dollar ja-
%ability, particularly since tne

ar.,

(2). Mutliple residential prop-
erty is becoming more hazardous,
particularly where not well lo-
cated and attractively built o
meet economically a long stand-
ing (not an emergency) housiug
need.

(3) Central business property is
still a prime investment for insti-
tutions prepared to carry their
investments through all phases of
the business cycle. Losses on cen-
tral business property usualiy
occur only on forced liquidation.

(4) Any investment involving
responsibility for management
presumes obligations which, it
seems to me, a financial institu-
tion has no business to commit
itself. Outright purchase of prop-
erty or equity investment, if
equity can be thought of in any
sense as investment, can be jus-
tified only when the customary
equity obligations. are explicitly
absorbed by a long-time respon-
sible lessee. Thus a trust is cer-
tainly justified in real estate
ownership of an industrial or
commercial property, which is
under lease to a reliable tenant
who pays taxes, depreciation, in-
surance and all other operating
tosts, leaving the rent a net in-
vestment return over a long pe-
riod of time.

(5) Capacity to produce, to meet .
an abiding need verified by the
existence of an adequate support-
ing customer market, is the pri-
mary test of all commercial prop-
erty.

(6) Long-time equity invest-
ment should be calculated on not
less than an annuity basis.

(7) Comparative prices in real
estate sales are deceptive in near-
ly all phases of the business cycle.

Bearing these points in mind, I
believe that a financial institu-
tion can perform an acceptable
service for its clients or its bene-
ficiaries, by the investment of a
reasonable proportion of its fu.ads
in real estate of income produc-
ing type.

AMOTT, BAKER & Co.

INCORPORATED

Wholesaler and Retailer of
Investment Securities
Our Trading Department
specializes in real estate bonds

and stocks, title company and
bank participation ‘certificates.

150 BROADWAY NEW YORK 7, N.Y.
Boston Philadelphia

pitized for FRASER
p:l/fraser.stlouisfed.org/
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Beryllium Corporation
Gruen Watch

-Data on ‘Request

BUCKLEY BROTHERS

Members New York, Philadelphia and
Los Angeles Stock Exchanges
. ~.Also Member of
‘New York Curb Exchange
1420. Walnut Street, Philadelphia 2

New York Los Angeles
Pattsburgh, Pa. Hagerstown, Md.
N.Y. Telephone-—WthehallS 7253
Private Wire System between
Pnuaedelphia, New York and Los Angeles

Portsmouth Steel ‘Corporation _

Philadelphia
Bank & Insurance
Stocks

Philadelphia Transportation Co..
‘3-6s 2039, Pfd, & Common

1421 Chest
Phila. Phone
Locust 7-1477

Teletype PH 257

Street, Philadelphi

New York Phonea
HAnover 2-2280

H.N. NASH&CO:

WHitehall 4-2400 -

‘American Box Board
‘Botany Mills
Empire Steel ‘Co.
Empire Southern Gas
Pittsburgh Rys. Co.
Sterling Motor Truck
Nazareth 'Cement
Warner Company

| H. M. Bylleshy & Company
] PHILADELPHIA OFFICE ‘
Stock Exchange Bldg. Phila. 2

Telephone Teletype
Rittenhouse 6-3717 PH 73 -

Ben ‘Franklin ‘Hotel :Com.
1500 ‘Walnut St. '6-1950
Phila. Warwick Com.
Phila. Transportation Issues
Riverside Metal Co. Com.
Phila. & Western RR. Com.

Samuel K. Phillips & Co.
‘Members Philadelphia Stock ‘Exchange
Packard Bldg., Philadelphia 2.

Teletype N.Y.Phone
PH 375 - COrtlandt 7-6814

Pennsylvania
Municipal Bonds

. -] ; . v
Dolphin & Co.
Fidelity ‘Philadelphia Trust ‘Building
-PHILADELPHIA -9
Telephones:
Philadelphia=PEnnypacker 5-4648
New York—HAnover 2-9369
Bell System Teletype—PH 299

:and -New Jersey

Phila. Elec. Co. Common
*Nor.:Ind.’Pub. Serv.'Com.
Harshaw:Chem.-Co. Common
*Roberts & Mander Common
*Atlantic City Elec. Co.Com.

*0Offered only by prospectus
Bought—Sold—Quoted

E. H. Rollins & Sons

Incorporated
PEnnypacker 5-0100
1528 Walnut St., Philadelphia 2

‘New -York Boston Chicago
San Francisco
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Preduction, Profit'and Sales Prospects
‘Scott Paper Co. <.

Scott -Paper ‘Co. last week reported net profit of .$2,042, 624 for|
the nine months ended September 27, equivalent to $2.15 per share, <
compared with :$1,354;088, or ‘$1.37, on fewer ‘shares for ‘the hke

-period ‘of 1946. Sales were ‘$41,196, 563 agamst $34,133,333.

Present -indicationis are that & s |

sales will exceed '$57,000,000
‘for 194%, with net equivalent to
about $2.50 per share, compared
‘with $2:07 per share reported
for 1946, Increaszd sales volume
this year is, in part, a reflection
of ‘increased prices. The com-
‘pany, however, has raised prices
‘only 289, siuce 1939.

Demand for Scott Paper’s prod-
ucts continues to ‘exceed produc-
tion capacity. Output of paper
towels and toilet tissues has been
restricted as the result of an ex-
plosion ‘and damage to a paper
machine plant at Chester last year,
and not yet fully restored. The
company has succeeded in in-
creacing its manufacture of facial
tissues and wax paper.

8. 8. White Dental Mfg. Co.

According to Fred E. Steen,
President, net profit of S. S. White
Dental Mfg. Co. for the third
quarter is estimated "at $220,000,
or about 75 cents per share. This
would indicate nine months net
of about $855,000, or $2.85 per
share, against $1,114,860, or $3.73
per -share, in ‘the torrespondmg
1946 period.

A small decline in sales coupled
with higher manufacturing costs
and increased expenses which
have not been entirely compen-
sated for by higher prices are
contributing factors. Sizeable
backlog of orders for dental
equipment and flexible steel
shafting are in hand and plants
mantufacturing these items . are
operating at an accelerated: pace.
Flexible steel shafting output is
‘expected to be largest 'in com-
pany’s histcry this year.

Recently retail sales have
‘tiurned ‘'upward and gross for the
year may reach $19,500,000,

. closely approaching last year’s

record of $19,786,223. Because
of higher ‘costs, however, net is
not ‘expected to run:much above
$1,100,000, compared with $1,-
508,097 for 1946.

Philadelphia Transportation Co.

Although operating revenues of
Philadelphia Transportation Co.
for the-first nine moriths were
$46,197,523, an increase of $3,-
042,926 over -the first three quar-
ters of 1946, net income -dropped
to '$284,519, down -$401,279 from
the corresponding 1946 period.

Increased costs of operation to-
gether with taxes and other fixed
charges took more than 99% out

of every dollar of revenue, ac-
‘cording to a company spokesman !

Late figures reflect both the |
fare increases granted last Feb.
18 ‘and ‘the 13-cents-an-hour
wage -increase which became
effective last Feb. 11. Tucreased
material costs were also a factor |
in the relatively poor showm“.;
The consolidated income accsnat :
issuied last week showed a slight
Aniprovement in the third quar- !
ter, ‘but results for the year will |
be substantially below net in-
come raported for 1946

Lehigh - Coal & Nav1gatxon Co.

Despite the close-down of its
mines during last .February, Le-
high icoal & Navigation Co. is ex-
pected to show net income of
about 32,500,000 for 1947, com-
pared with the $2,761,535 reported
for 1946. Earnings per share on
tha 1,929,127 shares of ‘common
are estimated at $1.30, only about
10 cents per Qhare less than 1946:

Phxlco Corp

‘Reflecting the continued'
hzsavy demand for television, '
radio, Tadio-phonograph sets;
and refrigerators, Philco Corp.’s
cales for 1947 are expected to
set a new record at something
over $200,000,000. This will
compare with $77,000,000 in
1941 and $121,600,000 in 1946,
and will have been accom-:
plished despite a two-week
close-down for vacations,, the
introduction of many ‘new
models ‘in radio and television .
sets and the disposal last July
of its industrial storage battery
division,

i brand.

,|may exceed $100,000. Mr. Major

STy

aetiand for the pooular “Phﬂhcs" :

Philadelphia Electric Co.

Although .a flattening -out is
anticipated inthe Pinal goarter
of ihe year, due to increasing
expenses, ‘Philadelphia sElectric
Co. is cxpected to ‘show -about
¢1.80 per share on ils common
for the year, comparsd ‘with
‘$1.92 “in 1946, ‘Operating reve-
‘nues ‘will show -a ‘substantial
i| “gain, but net will be affected
by the recent interim freight
rate increace of 19 cents a ton
on.coal and by the ‘higher ‘co:t
¢f ~ practically all “other ma-
terials.

Lehigh Valley RiR.

Operations of Lehigh Valley
R.R. fcr the year are expectad tc
break about even, accordmg to
President C. A. MaJor Reflecting
the beneiicial effects of the recent
freight rate increase, October net

stated that the company is en-
gaged in a large rehabilitation
program and is rebuilding four
freight cars-a day in its own shops.
Philip T. -Sharples, President of
Sharples Corp., has been elected
a director. )
Pittsburgh Plate Glass Co.
H. B. Higgins, President of -
Pittsburgh Plate Glass Co.,
states that although third quar-
ter sal=s hit an all-time high of
£81,075.872, higher costs reduced
profits 20 cenits per share
against second penod’s net.

E. & G. Brooke Iron Co.

Stockholders of E. & G. Brooke
Iron Co., Birdsboro, Penna., will
‘have until 3 p.m., Dec. 1, to ac-
cept an offer to sell their shares
at $16 par share. The bid is being
made by joint agreement by
Lukens Steel Co., Worth ‘Steel Co.
.end ‘Warren Foundry & Pine
Corp. -and is for the entire out-
standing issue. Distribution of ‘the
stock among the three purchasing

In the first half of 1947, the
company set up a reserve of $2,-
500,000 for possible inventory ad-
*ustmenta and it is assumed that
no further additions to this re-
serve will be nece=sary

Bayuk Clgars, Inc,

‘With the fourth quarter nor-
mally the best of the year, sales
and net earnings of Bayuk Cigars,
Inc., for -1947 are likely to be at
new high records. Gross revenues
of about $35,000,000 are expected
to produce $2,300,000 in net,
equivalant to better than $3 per
share. The company has been able
to obtain higher prices for its
products without diminishing in-
creased demand. Production has
been .stepped -up, although insuf-

ficiently to keep pace with the

Auvailable Publications

STROUD &

‘PHILADELPHIA ‘9, PA.
PEnnypacker 5-7330

Allentown

“Pittsburgh

Valuation and Appraisal
‘RAILROAD EQUIPMENT CERTIF[CAT-ES

Valuation and Appraisal
CITY OF PHILADELPHIA BONDS

Price-Earnings Ratios and Yields on
123 Public 'Utility Common Stocks.

Copies on Reguest

COMPANY

Incorporatgd
‘123 S0. BROAD STREET

1%0 BROADWAY :
NEW.YORK 5, N. Y.’

REctor 2-6528-29
Lancaster Scranton

companies, if the sale is con-
summated, has not yet been an-
nounced. E. & G. Brooke Iron Co.,
incorporated in 1880, manufac-
turers basic malleable low-phos-
phorus foundry and forge pig iron.

Pennsylvania Railroad

After suffering its first net loss
in 100 years in 1946, Pennsylvania
Railroad stands a fair chance of
ending ‘in the black for 1947. Op-
erating results, however, will not
be responsible for the improve-
‘ment. Norfolk' & Western Rail-
way, in which Pennsylvania and
its "subsidiary, Pennsylvania Co.,
hold a large stock interest, has
declared a $1 extra dividend on its
common rhares and has placed the
stock on a 75-cent quarterly basis.

For the nine months ended
‘Segt.- 30, Pennsylvania R.R, re-
ported a net loss. of '$7,051,372.
A further lozs of approximately
€1,000,000 may be recorded for
October because of the lag in
the-effective date of the interim
freight rate increase. However,

“the system is expected to re-
ceive approximately $7,700,000
in dividends inciuding the in-
crease noted above, which with
an anlicipated improvement in
operations, should result in a
net profit for the year,

Trading Depdrtment Active in

.’ ‘Western Pennsylvania

Issues
Direct Wire to New York City

“CHAPLIN ano COMPANY

Members
N. Y. Stock Exch, Pitts Stock Exch,
. New York Curb Exch, (Assoc.) i
10th Floor, Peoples Bk. Bldg. 61 Broadway -
PITTSBURGH 22,PA. NEW YCRK,N. Y,
" 'Grant'3300 ‘Bowling Green'9-3937
Bell 8ystem ‘Teletype—FPG 443

P ttsb"rg‘n Rwys. Reorga/m"atwm
* T Mbves -Alead . i

Pursuing its program- of _ex-

i pediting tue reorganization of the

Pittsburgh’ Railways Co, system,
the U. S. District Couft for ‘the

Western District of Pennsyivania
“['has ‘set ‘Nov. 12 -as ‘the ‘date “for

two important hearings ia the
proceedings. '

The court ’has-ordered Watson*
B. Adair, Special Master,  to:
proceed. -with a .hearing -on the,
¢laims of Philadelphia Company
and its affitiated -and  subsid--
iary -companies to hear and re-;
port upon the question whether .
such claims' should ‘be subordi-
naved vo -claims against Pitts-

- ‘burgh Railways Co. asserted by
| other.parties in dnterest.

Concurrently, . the court has
ordered ‘Special Master Adair to
conduct a hearing on the Amended
Revised Plan of Reorganization
and - the a@mendments proposed
thereto oy W. D. George, Trustee,
tiled on Aug. 7, 1947. The hearmg
will include consideration -of any
objections which may be made,
or of such amendments or plans
as‘may’be proposed by the debtor
or by any -creditor or stockholder.

Federal Judge Nelson Mec-
Vicar previously overruled con-
tentions of the Securities &
‘Exchange ‘Commission that it be*
granted ‘prier. jurisdiction rights
in .reorganizing ‘the street rail-
way -system. Judge MecVicar:
also ‘dismissed the petition of
Jules Guggenheim and a group
‘of New York investcrs asking
for a ‘partial -distribution to
public holders ‘of the system’s
accumulated cash, reported to
be ‘approximately £23,000,000.

Thus it appears that the decks
are cleared for all parties in in-
terest to roll u» their sleeves and
get at the job of evolving a fair
and feasible plan of reorganiza-
tion. Although the SEC has been
denied the right to conduct the
proceedings, that body will at-
tend and participate in the hear-
ings.

Correction

In an article which appeared in
in the “Chronicle” of Sept. 4, on
rage 10, titled “Trustee Offers New
Pittsburgh Railways Plan,” it was
erroneuously stated that the ap-
parent book value of the new
Pittsburgh Railways Co. common
stock proposed to be issued under
the plan was 855 per share.

A recalculation indicates the
book value to be approximately
$80 per share, arrived at as fol-
lows:

PRO FORMA. .AS OF DTC. 31. 1946
Total assets of new corporation $41,607,793

Deduct:

Seneral mtge. bonds $10,000,000
Equipm’t trust ctfs. 1.706.000
Current liabilities_ .  2.989'779
Unredeemed tickets 501,905
Deierréd cregdits.__ 1.178
Reserves - ____.__ 1,605,732

516,804,590 16,804,599
Balance for 303,000 shares
-common stocx.
Indicated book valuc per ‘share 7
The Pro Forma Balance Sheet
appears as Amended -Exhibit F
in the Trustee’s proposed amend-
ments dated Aug 7, 1947,

-C. B. Nelson Now Wlth
John G. Kinnard & Co.

(Speciai to Tz FINANCIAL CHRONICLE)

MINNEAPOLIS, MINN.—Clif-
ford Braxtoa Nelson has. becorhe
associated with John G. Kinnard
& Co., Baker Arcade. He was
formerly Springfield, Mo., Man-
ager for White & Company of St.
Louis. In the past he was w1th
Taussig, Day & Co., Inc.

Joins J. W. ‘Goldsbury

(Special to THe FINANCIAL CHRONIGLE) .

MINN:. EAPOLIS, MINN.—Rich-
ard P. Cogswell-hag ‘become asso-

$24,803,104
$81:85

o b

= v ey

ciated with J. -W. ‘Goldsbury &
Co.,.807 Marquette Avenue. :




“Volume 166 - Number: 4644

_THE COMMERCIAL & FINANCIAL CHRONICLE

(1847) 11

" Holds “Marshall Pian” Not Broad Enough fo
" Maintain U, S. Expatis at Recent Level

The “Marshall Plan” for European self-help to be supplemented
by American aid is not broad enough to maintain our exports at
récent high rates because only 35% to 40% of our foreign trade is,

transacted with Europe and as yet, at least, there is no “Marshall

*Plan” for the
rest of the
world, accord-
ing to a com-

prehensive]

analysis of the

. plan just com-
pleted by Da-
vid W. Mec-
Knight, a
partnerand
«director of re-

_ searchof G. H.
“Walker & Co.,

1 Wall Street,

New York

2, : City, members
. i) i of the New
David -W. McKnigh York Stock

E Exchange. )

“Duri.g the first half cf 1947

cur total export velume was at
‘the annual rate of $15.9 billion,
but to Europe the rate was only
-%6.2 billion, of which $5.6 billion
went to the 16 nations (plus
Western Germany) seeking help
ender the Marshall * proposal,”
the study points out. “These lat-
ler countries are seeking $6 bil-
Jlion i1 goods for next year, or

-only sligntly more than the rate|

of shipments of the initial half
ol 1947, and their requirements
~will taper to $4.3 billion.

“As a matter of fact, the tm-’
portance ot the Marshall Plan to ]

tne domestic economy has been
exaggerated in view of the fact
“that these countries are seeking $3
biilion of gocds, whereas our
gross natioanal production has
keen runniag at the annual rate
of $225 billion. As the rezent re-
nort of Secretary Krug strongly

-emphesizes, it is the record do- ||

.mestic levels of production and
.consumptior rather than exports
which are taxing our facilities.
“To translate the Marshall pro-
posal into terrs cf specific bene-
{its for individual Lusinesses and
agricylture is not too
‘Obviously.
-Europe will need a higa volume
-of our foodstuffs, ~otablv bread
cereals,
mients are expected

to bz less

-depenc'ing, of course, in a con- |

_siderable measure cn crop vields

“A basic coasideration with re-
.spect to Europe’s food needs is
-that there has been a serious los:
-of supplies from non-American
'sources, notably Eastern Europe

;and recovery may be slow. re-|,

-sulting in an abnormal depedence
-on Anerica.

“Turning to industry benefici-|

“aries. it js first necessary to dis-

-tinguisn between those industries |,
-vhose products will be needed |,

temporarily, namely throughout
*the balance of this vear and 1948
‘and those for which the demand

~will be continuing, or relativelv ||

constant. In the short-term class
we wonld place the followmg:
Coal, shipping, freight cars, nitro-

FIC Banks Place Dehs.

A successful offering of an is-
sue of debentures for the Federal
Intermediate Credit Banks was
made Oct. 21 by Charles R. Dunn.

New York, fiscal agent for the ||
The financing consisted [
“of $20.000,000 1.20% consolidated |-
-debentures dated Nov. 1, 1947, and |

‘banks.

-due Aug. 2, 1948. The issue was
‘placed at par. The proceeds, to-
-gether with cash funds of $22,-
335,000 were used to retire $42.-
“335,000 of debentures due Nov. 1.

1947. As of Nov. 1, 1947 the tqtal :
-amount of debentures outstanding |

-was $357,220,000.

Prescott, Wright Co. Adds

(Special to THE FINANCIAL CHRONICLE)

KANSAS CITY, MO.—Alfred L. |

Baylies has become cornected with
Prescott. Wright, Snider Co., 916,
Baltimore Avenue.

pitized for FRASER
p://fraser.stlouisfed.org/

diificult. |
for quite some time|

but their 1948 require- |,

gen fertilizers, medium tractors,
light wractors.

“In ihe longer-term group there
saculd be included: Iron and steel,,
petroleum, farm -machinery, steel
plant equipment, electrical equip-
ment, petroleum equipment.

“In ihe case of miniag ma-
zhinery, the position is an inter-
mediate one in. that it remai’
high ‘the first year but by the
fourth year declines by one-half;
while in the  case . of -.electrical
equipment, demand is high in the
first three years as the equipment
tabulation demonstrates.”

Joins Merrill, Turben Staff

(Special to THE FINANCIAL CHRONICLE)

" CLEVELAND, OHIO—Oscar E.
Maukert has become associated

' with Merrill, Turben & Co., Union
-Commerce Building, members of

the Cleveland Stock Exchange. He
was formerly with H, C. Wain-

| wright :& Co. and the National

City Bank of Cleveland.

Max Jacquin, Jr., To Be
Bliss & Stanley Partner

" Max Jacquin, Jr., member of the
New Yoprk Stock Exchange, will
become a partner in Bliss & Stan-
ley, 15 East 58th Street, New York
City, -members of the Exchange,

'on Nov. 6. Mr. Jacquin retired

from partnership in Gruntal & Co.
on Oet, 31.

Gurh Launches Securities Clearing Corporation

Centralized delivery of securities between member firms of
the New York Curb Exchange Securities Clearing Corporation and
-banks and brokerage houses which are not members of the Curb
Exchange was inaugurated on November 1.

The new service, an innovation

in Wall Street procedure, is ex-
pected to accelerate materially the
clearing .of security transactions
between Curb clearing members
and over-the-counter security
houses, according to Fred C. Mof-
fatt, President of the Curb Clear-
ing Corporation, who devised the
plan in cooperation with the
Cashiers’ Section of the Associa-
tion of Stock' Exchange Firms.
Clearing members will begin
making deliveries of securities to
the new delivery department of
the Curb Clearing Cerporation be-

tween 9 and 10:30 a.m. Combined
deliveries will then be made to

receiving banks and non-member

firms during the morning by Curb
messengers, who will call for
checks drawn to the order of
clearing members one hour afier
each delivery, effecting certifica-
tion of those in excess of $1,000.
Clearing members may pick up
their' checks at the delivery ds-~
partment in 'the afternoon.
The nossibilities of the »x:

W
plan as a service to the entire #i-
rancial community are great, in
the opinion of Mr, Moffatt, who
described it as an important step
in the simplification through cen-
tralization of routine procedures
in Wall Street.

design

NASHVILLE
DALLAS
KNOXVILLE
BIRMINGHAM
NEW ORLEANS

en through every phase of
Stockham plant facilities are complete. ‘

From that little foundry of 44 years ago has grown
a vast modern plant for the-exclusive manufacture
ol valves and pipe fittings, From the engineering

production,

A Southern Enterprise
Built on Dependability

ACKX IN 1903, when William H. Stockham
started a little foundry in a rough wooden
shed in Birmingham, Alabama, he inculcated
in his four employees that ideal of product depen-
dability which. maintained through the years, is
the primary reason for the leadership of the
STOCKHAM PIPE 'FITTINGS CON:PANY today.

Through distributors in the plumbing and heating,
mine and mill supply, and petroleum supply fields,
Stockham fittings are made readily available at

their peint of use.

Wherever there are pipe lines—deep down in the
earth; under busy thoroughfares; in the subter-
raaean labyrinths of power plants and towering
in the complex works of petroleum
production and refining; in every conceivable proc-
ess industry; in greal hotels and apartments; and
in residences large and small—Stockham valves
and fittings are dependably fulfiilling the purpose

buildings;

for which they were intended.

Ancther advertisement in the series by Equitable Securities Corporation jeaturing
Southern industrial developments. Equitable has helped to finance many South-

ern industries, is ready to do its part

in supplying others with capital funds.

EQUITABLE

Securities Corporation

BROWNLZEE O. CURREY, PRESIDENT

322 UNION STREET, NASHVILLE 3, TENN.

. TWO WALL STREET, NEW YORK 5, N. Y.

NEW YORK
MEMPHIS
HARTFORD
GREENSBORO
CHATTANOOGA
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ank and Insurance Stocks

By E. A. VAN DEUSEN

This Week—Insurance Stocks

Fire insurance stocks bought at current levels are buttressed by
exceptiorally high ratios of liquidating values and invested assets to
market price. This condition has been brought apout by two contrary
movements, viz: a strong upward trend in premium volume the past

few years and the two-year down
of fire insurance stocks.

ward trend in the market values

According to Best’s “Aggrezates®
and Averages,” stock fire com-
panies wiote a net premium vol-
ume of $1,640,500,000 in 1946,
‘compared with $1,226,025,000 in
1945, an increase of 33.8%., Yet
during 1446 iire insurance stocks,
as measured by Standard & Poor’s
‘weekly iidex declined from 135.0
to 118.5, a drop of 11.5%. Dur-
ing the iirst six months of 1947,
net premium volume expanded
still further, but Standard &
Poor’s index has thus far in 1947
declined from 119.5 to 117.9.

Based on 1946 year-end figures
of a selected list of 21 leading fire
insurance companies, each dollar
invested in these stocks today
would be protected, on average,
by $1.72 of invested assets, com-

Invested
Assets Per

Share
12/31/46
$94.62
148.96
92.75
74.58

Aetna Insurance
Agricultaral
Boston insurance ___._
Contiren'cl Insurance _
Fidelity-Phenix
Fire Asso-iation
Franklin Fire
Great American
Hanover Fire
Hartford Fire
Home Insurance
Ins. Co. of N. A
National Fire
%:Ilew Hampshire

orth River
Phoenix Insuiance -___
Prov. Washington ____
St. Paul F. & M
Security Insurance ___
Springfield F. & M.___

123.17
68.78
80.45
65.09
86.87
87.40

Average

prising approximately $0.70 of
bonds, $1 of preferred and com-
mon stocks and $0.02 of real
estate. It is important to take
note, also, that the average ratio
of invested assets per share to li-
quidating value per share is 1.12;
thus approximately 90% of in-
vested assets belong to liquidating
value or stockholder’s equity.
Furthermore, since liquidating
value is stated very conserva-
tively, inasmuch as only 40% of
unearned premium reserves is
used ‘in its calculation, it is prob-
ably closely true to say that, on
average, practically all “invested
assets” belong to the stockholders
without any offsetting liabilities.

“Pref.
& Lom,
Stocks

Ratio
Invested

Per § Assets to
of Mkt. Liq. ‘Value

$0.90
1.32
0.87
0.95
1.16
149
1.12
0.98
1.15
0.72
1.08
1.02
1.53
- 0.73
10.61
1.09
1.16
0.64
1.09
113
0.65

Invested
Recent Assets Bonds
Market Per$ Per$
(Asked) of Mkt. of Mkt.
4815 $1.95 $1.05

219 0.87
142 055
1.43 048
150 034
217 0.68
2.04 0.92
130 032
243 1.28
1.21 0.49
1.76  0.68
1.20 0.18
232 0.79
139 0.66
136  0.75
1.47 0.38,
2.08 092
1.09 0.45
2.32 1.23
1.86 0.73
1.66 1.01

$1.72  $0.70

1.32
1.09
112
1.11
1.20
145
0.53
1.50
0.94
1.20
1.06
125
1.26

I . B
N
SagE o

$1.02

#*Includes real estate; approximately 2.3%.

Some very interesting situations
are . disclosed in this tabulatipn.
For example, more than $2 of in-
vested assets per $1 of market are
obtainable in such stocks as Ag-
ricultural, Fire Associatl_on,
Franklin, Hanover, National Fire,
Providerre Washington and Se-
curity of New Haven.

It is also of interest that such
stocks as Aetna, Hanover, Secur-
ity and U. S. Fire provide in ex-
cess of $1 of bond investments per
$ of markat. in addition to their
investments in preferred and com-
mon sto-!:5. Likewise, such stoc‘ks
as Agricultural, Fidelity-Phenix,
Tire Asscaation; Franklin, Hain-
over, Home, Insurance of Nor'th
America, National Fire, Pho=nix,
Providence Washington, Security
and Springfield Fire & Marine,
‘each provide in excess of $1 of
preferred and common stocks per
$ of merket, in addition to their
investments in bonds.

Maximum bond value is obtain-
‘able in Hanover Fire, and Mini-

wum, in Insurance Company of
North America; maximum pre-
ferred and common stock value is
found in National Fire, and mini-
mum in North River.

To this writer these figures are
very intriguing. However, ap-
pearances may be deceiving. In
other words, the stock which looks
like the best statistical bargain is
not necessarily so, and vice versa.
For example, National Fire, with
$2.32 of invested assets per $1 of
market, has experienced a pro-
nounced downward trend in total
net operating earnings since 1935.
On the other hand, Insurance of
North America, with only $3.20
per $1 of market has achieved a
strong upward trend in total net
operating earnings since 1930.

The situation as a whole, how-
ever, suggests that choice fire in-
surance stocks may today be pur-
chased at very attractive discounts
from both liquidating values and
invested assets.

AMEREX HOLDING
CORP.

Circular on Request

Laird, Bissell & Meeds

Members New York Steck Exchange
120 BROADWAY, NEW YORK 5, N. Y.
Telephone: BArclay 7-3500
Deil Telelype—NY 1-1248-49
(L. A. Gibbs, Manager Trading Dept.)

NATIONAL BANK
of INDIA, LIMITED

Bankers to the Government in
Kenya Colony and Uganda
Head Office: 26, Bishopsgate,
London, E: C.

Branches in India, Burma, Ceylon, Kenya
Colony end Aden end Zanzibar i

Subscribed Capital____£4,000,000
Paid-Up Capital £2,000,000
. Reserve Fund £2,300,000
The Bank conducts every description of
banking and exchange business
Trusteeships and Executorships
also undertaken

Galif. Group of IBA
Elect Growell Head

LOS ANGELES, CALIF. — At
the annual meeting of the Cali-
fornia Group of the Investment

Warren H. Crowell

Bankers Association of America,
Warren H. Crowell, Crowell,
Weedon & Co., Los Angeles, was
elected Chairman. Other officers
named were H. P. Schlemmer,
Schwabacher & 'Co., San Fran-
cisco, Vice-Chairman, and Bruce
McKennan, First California Co.,
San Francisco, Secretary-Treas-
urer, Willis H. Durst, Wagenseller
& Durst, Inc.,, Los Angeles; C.
Wesley Hall, Wesley Hall & Co.,
San Diego; George W. Davis,
Davis, Skaggs & Co., San Fran-
cisco; and Thomas E. Morris,
Blyth & Co., Inc., San Francisco,
were elected to the executive
committee.

Clifton Smith Elected
N. Y. School Bil. Ass’n

(lifton B. Smith of Francis I.
duPont & Co., 1 Wall Street,
New York City, has been elected

Clifton B. Smith

President of the New York State
School Board Association. Mr.
Smith has been a member of the
Freeport, L. 1. board of education

for 11 years. For the past two
years he has held the post of Vice-
President of the board under Leo
F. Giblyn, President. The associa-
tion represents the villages of
New York state.

Harold Barclay Forming
Cwn Invesiment Firm

CHICAGO, ILL.—Harold Bar-
clay is forming Barclay Invest-
ment. Co. with offices at 39 South
La Salle Street, to engage in the

Harold Barclay
Securities - business.. Mr. Barclay

.was formerly in the tradihg de-
partment of Caswell & Co.

‘whic¢h

finti-Trust Sit Againsi Banking Concerns Filed

Justice Department charge 17 underwriting firms engage in monop-

olistic practices.

Asks dissolution of Investment Bankers Asso-

ciation, which it accuses of abetting marketing restrictions, and
wants injunctions against 16 specific practices which are reputed
to be restraints on trade.  °
As forecast in last week’s “Chronicle,” the Attorney General of
the United States, Tom C. Clark, on Oct. 30 filed a civil suit in the
United States District Court for the Southern District of New York,
charging 17 banking firms toget‘ller with the Investment Bankers

Association

with violation
of the anti-
trust laws. Mr.
Clark told re-
porters soon
after an-
nouncement of
the suit that
action was
tak en “after
an exhaustive
inquiry” and
it “would be
of great help,
particularly to
small busi-
nesses.” The
firms are ac-
cused of “restricting, controlling
and fixing the channels and
methods, the prices, terms and
conditions upon which security
issues are merchandised.” It is
claimed by the Attorney General
that the firms involved handled
between June 1, 1938 and June 30,
1947 about 69% of new securities
issues, aggregating in amount
over $14 billion. The Investment
Bankers Association was charged
with abetting the restrictive prac-
.ices of the accused firms and as
lobbying against regulatory regu-
lation.

The accused firms, constituting
10 co-partnerships and seven cor-
porations, all of which have their
main offices in New York City,
are Morgan Stanley & Co.; Kuhn,
Loeb & Co.; Eastman, Dillon &
Co.; Kidder, Peabody & Co.; Leh-
man Bros.; Smith, Barney & Co.;
Glore, Forgan & Co.; White, Weld
& Co.; Drexel & Co.; The First
Boston Corp.; Dillon, Reed & Co.,
Inc.; Blyth & Co., Inc.; Harriman,
Ripley & Co., Inc.; Stone & Web-
ster Securities Corp.; Harris, Hall
& Co., and Union Securities Cor-
poration,

The suit asks restraining orders
to force the accused firms to aban-
don 16 specific business practices
are stated to have been
common practice over 30 years,
but no criminal charges are made
and no penalities are asked to be
imposed,

The specific charges in the
complaint state that the defend-
ants are under agreement: (1) to
eliminate competition among
themselves and other investment
bankers as well as prospective
purchasers of securities; (2) to
prevent, restrain, and discredit
competitive bidding, private place-
ments, and agency sales in the
disposal of securities by issuers;
and (3) to circumvent regulatory
orders of Federal and State ad-
ministrative agencies requiring
competitive bidding.

Another significant charge is
that the accused firms seek to in-
fluence and control the manage-
ment and financial activities of
issuing concerns and to preserve
this control by acting as finan-
cial advisers to those from whom
they purchase: security issues.
They are also charged with utiliz-
ing their domination over the se-
-~urities business and over issuers
to encourage and promote con-
solidations, mergers, expansions,
refinancings, and debt refundings
in order, among other things, to
create an increasing volume of
security issues for themselves.
Added to all this, the firms are
said to conspire among themselves
to centralize and concentrate the

Tom C. Clark

purchase and distribution of se- |

curities in a single market (New
York).
The specific relief asked by the/
Justice Department complaint is:
(1) That each firm be enjoined

of adviser to an issuer and of
purchaser for resale of the securi-
ties of the same issuer; that each
be required to elect which of these
two typas of business it will con-
duct for a particu’ar issuer.and to
keep out of the business not
elected.

©:(2) That Morgan Stanley & Co.,
.First Boston Corp., Dillon Read &
Co., Kuhn Loeb & Co., Blyth &

'| Co., Smith Barney & Co., Lehman

Bros., Harriman, Ripley & Co.,
and Goldman Sachs & Co., be en-
joined from participating, directly
or indirectly, in any buying group
formed to merchandise a security
issue in which any other of said
defendant banking firms is a
participant; and that participation
by any of the following defendant
banking firms to wit: Glore For-
gan & Co., Kidder Peabody & Coe.,
Eastman, Dillon & Co., Union Se-
curities Corp., Stone & Webster
Securities Corp., Drexel & Co.,
White Weld & Co., and Harris,
Hall & Co. (Inc.), in buying
groups formed to merchadise a
security issue, be enjoined in such
a manner as the court may deem
necessary in order to create actual
competition in the investment
banking industry.

(3) That each firm be enjoined
from placing any officer, director,
partner, agent, employee or
nominee on the board of directors
of any issuer for whom it acts
either as financial adviser or as a
purchaser of securities.

(4) That each defendant bank-
ing firm be enjoined from inter-
fering with the right of any issuer
to select both the method by
which it will dispose of its se-
curities and the outlet through
which the issue will be sold.

(5) That each defendant bank-
ing firm be enjoined from inter-
fering with the right of any in-
stitutional or other investor from
choosing freely both the methods
by and the agencies through
which it will purchase securities.

(6) That each defendent bank-
iug firm be enjoined from refus-
ing to negotiate with or to com-
pete for the purchase of securities
of any issuer either because some
other investment banker is or has
been the traditional banker for
such issuer, or because the busi-
ness of such issuer might be in
competition with the business of
some issuer for whom one of the
defendant firms acts as adviser or
has handled security issues.

(7) That each firm be enjoined
{from asserting any right to deal in
the securities of a particular is-
suer merely because such firm
has- managed or participated in
the merchandising of any security
issue emanating previously from
such issuer, or from recognizing
or deferring to such a claim by
any other defendant banking firm.

(8) That each firm be enjoined
from creating, managing, or par-
ticipating as an underwriter in a
so-called standby account, that is,
a buying group with continuous
existence formed to merchandise
the security issues of a particular
issuer if and when issued. i

(9) That each firm be enjoined
from participating in any overly-
large buying group, that is, a buy=-
ing group which is larger than
necessary to handle a particular
security issue.

(10) That each firm be enjoined
from acting with any other- de-
fendant firm or other concern in
the securities business, either to
select jointly or to delegate fo
anyone the selection of the secu-
rity dealers to participate in sell=

from occupying the dual function

(Continued on page 25)
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Moncpoly Suit Unfounded, Say Accused Firms

Partners and spokesmen of underwriting concerns issue statements
denouncing accusations. Harold Stenley calls charzes “utter
nonsense.” John M. Hancock stresses existence of “sharp com-
petition, operating in ‘gold fish’ bowl.” Charles B. Harding points
out methods followed are approved by SEC. J. P. Ripley calls
chgrg:es “fantastic,” and Lloyd S. Gilmour berates proposed re-
striction against underwriting houses acting as corporate advisers.
Kuhn, Loeb says “attacks on Wall Street still appear to be
popular” for political reasons and Col. Allan M. Pope scores action
as against national interests.
. .Immediately following the filing of the Justice Department’s
civil suit against 17 prominent underwriting houses, partners and

spokesmen of some of the firms named in the suit issued statements
denying in general the charges, and calling attention to implications

of the move.

The “Chronicle” publishes herewith these statements

as they have been issued and received:—

Statement by Harold Stanley

of Morgan Stanley & Co.

This civil suit charging us with
restraint of trade is utter non-
sense. The charges are just not
frue. I cannot speak for the other
firms men-
tioned. They
are competi-
tors of ours,
but I can say
what Morgan
Stanley thinks
about it,

Our busi-
ness is the
most competi-
tive and the
most regu-
lated I know
of. Our daily
life is full of
competi-
tion. We com-
pete with
other firms in our own industry,
including the other firms named
in the complaint, also with banks
and insurance companies, not to
mention government loaning
agencies.

Everyone knows that for years
our industry has been subject to
ihe most minute regulation and
scrutiny by the Securities and
Exchange Commission.

It is silly to assert we have any

agreement with anyone to restrict
competition or that we are part
qf a monopoly. In selling securi-
ties, industrial management has
been, and should be, free to
choose whether to sell directly to
banks or insurance companies, or
to sell through investment bank-
ers to the public by negotiation
or by competitive bidding. Such
freedom of choice is the very basis
of competition.
. The industrial plant in America
is the greatest in the world. In-
vestment bankers have helped
provide the funds to make it so.
Industrial management is entirely
free and able to make and carry
through its own decisions as to
how and with whom to do busi-
ness, and to meet its responsibility
for results.

The injunctions proposed by the
government in pre-suit confer-
ences between the Department
and counsel for the defendants
were so unrealistic, unworkable,
and fantastically discriminatory
that our firm was forced to reject
them and elect to defend the ac-
tion in the courts. Other defen-
dants have taken a similar posi-
tion. The government’s proposals,
if adopted, would not only seri-
ously handicap the financing of
American industry, but would re-
sult in a substantial lessening of
ﬂ_le present very real competition
that exists among investment
bankers today. We doubt if any

Harold Stanley

court in the country will permit
the Sherman Anti-Trust Act to be
used to accomplish such a result.

The suit cannot benefit the in-
vesting public or industrial bor-
rowets, ' Someone, for whatever
reasons, has misled the Depart-

ment. !
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Statement by John Hancock,
Partner of Lehman Brothers
%The charges™ reported in the
press as levelled at the investment
banking business do not jibe with
the facts. Either these charges are
based on ig-
norance of
how business
is done, or
this is another
campaign
again st
American
business made
for purposes
that will not

stand the light
of day.
Competi=-
tion in the in-
vestment
banking busi-

John M. Hancock

is as sharp as
in any field of
American business, and business
is widely spread. The 9-months’
figures for 1947 show that 62 firms
each did more than $10,000,000 of
underwriting in that period. In
addition, the terms which any in-
vestment banker can offer must
compete with those offered by
commercial bankers who make
‘term loans’ direct to businesses,

and with the ‘private placements’
of insurance companies and other

large .institutions,  which supply
capital 'direct to corporations. In
fact, the competition is so keen
that a good half of the time and
effort of my partners and myself,
helped by a large staff, is devoted
seeking opportunities for new
business. I observe the same gen-
eral situation among our competi-
tors.

A successful investment bank-
ing business requires good busi-
ness judgment, integrity and
experience. In relation to the im-
portance of the job, the large sums
handled, the responsibility as-
sumed, and the heavy risks in-
volved, the profit margins in
underwriting security issues are
extraordinarily small. The profit
margin before deducting expenses
on a top grade bond offering
sometimes is as low as 45 cents per
$100. Moreover, one unsuccessful
major deal may wipe out the prof-
it of ten successful ones.

Since the Pecora Investigation
about 14 years ago, and the T. N.
E. C. hearings, every aspect of the
securities business has been thor-
oughly examined and Congress
has passed such laws as it be-
lieved necessary. The business of
undcrwriting - and wholesaling
securities is now done ‘in a gold
fish bowl’. It is stringently regu-
lated by Federal and State laws

‘land supervised by the Securities

and Exchange Commission, which
is thoroughly familiar with the
methods and practices of all
phases of securities financing.
Few, if any industries are more
stringently regulated than the in-
vestment banking business.

Lehman Brothers has always
made every effort to comply with
every requirement of the law,
every regulation of the Federal
and State authorities and has al-
ways been guided by those pro-
fessional and ethical principles
which have been developed in the
business, and which go beyond the
mere requirements of law.

The American public knows
that the underwriting and whole-
saling of securities is an essential

(Continued on page 24)

ding on, buying or distributing

IBA Blames Suit on Compulssiy Didding Yiews
Murray Hanson, General Counsel, »
ization was made defendant in anti-trust suit because it, together

with some individual members, opposed compulsory competitive bid-
ding. Says IBA never interfered with its members or others in bid-

issues statemant claiming organ-

In

securities in legal manner.

memorandum to Attorney General Clark, IBA denies accusation
of improper “lobbying” and refutes charge it is conirolled by 17
accused firms,
Following the filing of the Justice Department’s aiiti-trust suit, in
which the Investment Bankers Association was made a detendant

along with 17 underwriting concerns, Murray Hanson, General Coun-
sel of the organization, released a memorandum prepared ior Attorney

ueneral ‘'om
C. Clark, and
at the same
time issued
the following
statement
protest-
ing against
the Justice
Depart-
ment’s
charges:

The charges
made against
the IBA by
the Anti-trust
Division are

funda = Col. Murray Hanson

mentally

an attack upon the members
of the Association for having
individually and collectively ex-
cised their constitutional.rights of

of the Investment Bankers Associ~
ation told members of Congress
that they were opposed to com-
pulsory competitive bidding; and

(3) Certain officers and mem-
bers of the IBA made speeches
and wrote articles criticizing pro-
posals for compulsory competitive
bidding.

These activities involved noth-
ing except the expression of opin-
ion; the use in the bill of com-
plaint of such invidious and
misleading phrases as “lobbying”
and ‘“‘intense pressure and propa-
ganda” cannot obscure that fact.
The IBA has never attempted to
prevent any company from selling
its securities by competitive bids
or by any olher method the com-
pany deemed desirable,

The IBA has never attempted to

petition and of free speech. lprevent any of its members ar any

It is perfectly clear from the bill other investment banking firm
of complaint that the IBA hasbeen from bidding on, buying, or-dis-
named as a defendant in this case 1tributing securities in any way
simply because the Association'that is consistent with State and

and certain of its members did the Federal laws.

following things:

(1) The Investment Bankers As-
sociation and some of its mem-
bers appeared before the Securi-
ties and Exchange Commission
and the Interstate Commerce
Commission at public hearings
and opposed the adoption of regu-
lations requiring certain kinds of
securities to be sold under a sys-
tem of compulsory competitive
bidding;

(2) Some officers and members

The importance of encouraging
citizens to state their views freely
on proposed administrative regu-
lations and on legislative ques-
tions has been repeatedly recog-
nized by administrative agencies
and by Congress. In this case the
IBA is now charged with im-
proper “lobbying,” despite the
fact that it was invited by the SEC
and the ICC to appear and to com-
ment on the proposed regulations
! (Continued on page 25)
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w~Railroad Securities

It is not so long ago that a national advertising campaign called
the attention of the magazine reading public to the fact -that for the
hundredth consecutive year Pennsylvania Railroad was paying a

dividend to its common stockholders.

In 1945, and even well into

1946, the Pennsylvania stock was fairly generally considered as one

of the few real investment issues i

servative an issue to be a spec-¢

tacular market performer or a
trading favorite but it was widely
hailed as an ideal medium for
steady income and market stabil-
ity. ’

The last two years have wit-
nessed a drastic change in the
public attitude towards these
shares. It is true that the dividend
record going : back beyond the
middle of the last century re-
mains unbroken and will presum-
ably continue. Nevertheless, even
during intermittent periods of
general strength in the rail mar-
ket as a whole the Pennsylvania
stock continues almost daily to
establish new lows. There is
nothing in the current earnings
picture that would tend to contra-
dict the market action, and for
the most part railroad analysts
are not inclined to look for any
dramatic change for the better
over the visible future. It is not at
all difficult to find other securi-
ties, particularly outside the rail
field, selling in the same general
price range but having appreci-
ably better prospects.

What was not recognized dur-
ing the war boom was that the
inflationary spiral of costs had
gradually been creeping up on the
eastern roads as a whole and that ‘
Pennsylvania had not been im-|
mune to this general trend. The

Guaranteed Stocks
Bonds .
Special Securities

ﬁ?%’/f’_& ‘v,

INCO R RATED
GUARANTEED RAILROAD STOCKS-BONDS
25 Broad Street New York 4, N. Y.
Telephone BOwling Green 9-6400
Teletype NY 1-1063

n the rail group.

It was tob con-

high level of  passenger business
during those years and the profits
that were coming in from this
normally unprofitable end of the
business went a long way towards
obscuring the real problems with
which these roads were con-
fronted. Some of these adverse
influences may be corrected in
time but others are apparently in-
herent in the territory served and
the type of business handled.

Generally speaking the major |

traffic centers in the castern ter-
ritory are located fairly closz to-
gether. This makes for a large
proportion of short haul business,
in the passenger and.as well as in
car load and l.c.l. freight. Short
haul business, unless it consists of
the train load movement of bulk
goods such as coal and iron ore, is
generally expensive to handle. it
is obvious that the terminal costs
of handling a shipment moving 30
miles are just as heavy as if the
shipment were moving 300 miles.
There is, however, a vast differ-
ence in the amount of revenue re-

ceived. A large part of the ter-:

minal cost consists of labor and
fuel, both of which have gone up
very sharply,

L.c.l. and passenger business by
the very nature of the operations
involve relatively heavy labor
forces. This situation is partic-
ularly acute when the movement
is short haul. Moreover, these two
types of business do not lend
themselves so readily as other
phases ; of - railroad' operation to
mechanization such as would in-
crease the productivity of labor
and keep the unit costs under con-
trol. Another factor general to
railroads operating in the indus-
trial east is that the territory is
losing- ground to the rest of the
country. Population trends and
decentralization of industry have
naturally worked to the detri-
ment of the mature sections of
the country and to the benefit

of the south and west. This trend
has not as yet run its full course.

Aside from the general factors
inherent in the territory served
and the type of business con-

conditions affecting Pennsylvania
individually. In the course of time
these adverse influences may  be
subject to correction. Up until the
current year Pennsylvania "has
done virtually nothing in the way
of dieselization even for switching
operations. As a matter of facet, for
many years the road has installed
very little new motive power: of
any description. At best it will
take a few years to make a
significant start at correcting this
situation even with the present
diesel program and the high hopes
held out for the coal:fired gas
turbine now in the development
stage. Also, it is generally con-
ceded that Pennsylvania’s traffic.
is just too high for the maximum |
efficiency. The existing facilities
are not sufficient to handle the
volume expeditiouslv. The rasili-
ing bottlenecks and delays in
transit naturally affect the entire
!operating performance. As with
{the motive power situation this
| condition may be corrected in
time although this .is certainly
not in near term prospect. In the
meantime, the company will be
hard pressed, even with increased
dividend income from Norfolk &
Western, to show more than

nominal earnings on its stock.

Karl J. Panke Joins
Lehman Brothers Staff

Lehman Brothers,”1 William
Street, New York City, members
of the New York Stock Exchange,
announce that Karl J. Panke has
become "associated with the firm |
in the municipal bond depart-
ment. A Vice-President in the
- Boston office-of C. F. Childs and
Company from 1931 to 1940, Mr.
Panke then became Vice-Presi-
dent and Sales Manager of the
firm's New York office until 1943.
|In that year, he joined Harvey
Fisk & Sons, Inc., as a dealer in
municipal and government bonds.’
Mr. Panke’s duties with Lehmanl
Brothers include coverage of the |
New England territory, l

dueted, there.are some particular |

The Banks Under Féderal -Deposit";

Insurance

By H. EARL COOK*
Director, Federal Deposit Insurance Corporation
FDIC head recounts improvement in conditions of banks since
Banking Act of 1933, but warns nature of bank problems is chang- .
ing constantly, and research and planning is essential. Sees no
danger in upward trend of risk assets. in banks, and points out, in

addition to sound credit judgments, banks

should maintain anq

improve internal auditing and controls.

We of the Federal Deposit Insurance Corporation like to think.
that a new era of banking was ushered in by the Banking Act of 1933..
Today there are nearly 13,400 commercial banks and trust companies-
and 200 mutual savings banks whose deposits are insured by  the

Federal De-

posit Insur-
ance Corpora-

‘tion. These in-

stitutions con-
stitute 929% of
all the banks
in the naticn
and hold 95%
of all the de-
posits which,
2s of June 30,
1947, amount-
ed to $155 bil-
lion.

As you have
heard, we are
now well into
the fourth
year in which there has not been
2 bank receivership or a loss to a
cingle depositor in this country.
This marks an all-time record in
the nation’s history for bank sol-

H. Earl Cook

| vency, stability, and safety.

The fine record of banking in
recent years is gratifying to all
of us, I am sure, but it would be
a mistake for us to rest on our
oars. YKnowledge of past mis-
takes, alertness to new develop-
ments, and foresighted planning
all are necessary if this fine rcc-
ord is to be extended o into tre
future. We in supervisory capaci-
ties arc doing all we can in these
respects, and we try constantly to
cncourage bankers to plan for the
future and to provide against con-
tingencies.

Research and Planning Essential
The nature of our problems is
changing constaatly, and it is the
—*An address by Mr. Cook before
the 23rd Annual Convention of
the National Association of Bank
Auditors and - Comvtrollers, Bal-
timore, Md., Oct. 23, 1947.

very fact of this constant change
that makes research and planning:
30 essential. Perhaps- 1 ean best
illustrate my point by reviewing.
our cwn experience in Federal
Deposit Insurance Corporation.

- Siace its irception, Federal De-
posit Insurance Corporation has
protected 1,319,000 depositors in
401 closed insured banks, Of
their $509,000,000 of deposi:s, 98%
were made available immediately
withou! lozs to the depositors.

In the nearly 14 years of its
coperation, the corporation has
promptly paid $87,000 000 in the
245 irsured barks that have been
placed in receivership. More
than 330,000 depositors in those
institutions were completely pro-
| tected. ;

By authorization of the Banking
Act of 1935, the Federal Deposit
Insurance Corporation exerts:
cvery effort to forestall failures
by aiding the merger of weak in--
sured banks with stronger insti-
tutions. There have been 156 such
mergers, with the Federal Deposit
Insurance Corporation disbursing
some $176,000,000; The advantages’
of this type of action are that all
depositors are fully protected -and
that there is no interruption to-
banking service in the com-:
munity. The successor,orabsorbing -
bank takes over all sound assets
of the weak bank. The difference
between the amount: of these sound’
assets and the deposit liabilities
assumed - by the continuing bank-
is paid promptly in cash by -the
Federal Deposit Insurance Cor-’
poration.. The advantages of this
latter technique, when it is made-
more- flexible to care for situa-:
tions where there is only one

(Continued on page 43)
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The Need for Sound Creait
By KENNETH, K, DuVALL*
President, First National Bank, Appleton, Wis.

Asserting change in economic weather is forthcoming, Western’
banker. centends job of granting and administering credit is, becom- -

ing increasingly vulnerable.

"Urges. careful” examination of -loan

applications and says loan policies must be geared to needs. of our.’
economy. Sees possible trouble in behavior of prices and warns '
marginal’ business enterprises which are “war babies” may suc-
cumb with price declines. Warns against carelessness in consumer
' credits.

To “keynote” a credit clinic, such as this, your program.chairman
suggested that- I speak: on” “The need for the: extension of sound

credit.”
strictly noncontroversial!
field  as make
up .this audi-
encewill read-
ily agree to
the proposi-
tion that there
is a need for
the sound ex-
tension of
credit; in fact,
there always
has been and
there always
will be.

However
this may be,
it is particu-
larly apropos
to dwell on
the reasons why the need for the
extension of sound credit is of
overwhelming importance at this
particular juncture in history—at
this critical time not only in the
history of our own United States
but also in the history of the
world and in the history of those
economic and political concepts
under which we, in the United
S_tates, have dwelt since the be-
ginning of our history. You and I
know that the economic and
political concepts under which we
hqve grown great are under a
withering attack. In all of the
worlgi today only in the Western
Hemisphere do we find organized
society committed to the proposi-
tion that the best possible results
come from men working out their
economic salvation as individuals
r‘e;ther than as pawns in a state-
directed and controlled plan of
economy.

Capitalism, as we have come to

use and understand the term, has
been and is being attacked, vili-
fied and wiped out in many se:-
tions of the world. ‘Let us usk
ourselves—why is this true? Is
it not because the economy of
free enterprise has had to stard
the strain of two devastating
world wars—a strain which would
have seriously tried — if not
wrecked—any economic system?
Is it not because a free economy
has been taken advantage of ant
abused on occasion by greedy,
short-sichted men? Has the at-
tack not come in part from well
meaning dreamers who are blind
to the fact that all life is a strug-
gle against an indifferent and,
oftentimes, hostile environment?
Is it not clear that capitalism, as
we have come to know it, never
was given a chance in one great
section of the wotld which, emerg-
ing from feudalism at the end of
the World War I, was led impul-
sively by a minority that sought
qvernight to create a world pat-
terned from books written by dis-
satisfied men who. dreamed up a
world' of their own? In our own
United States economic freedorm,
like political freedom, is one of
those blessings which humans are
prone to forget until they dis-
appear.
. If this be the broad, gen-
éral background. against which we
work, what are some of the par-
ticulars with which we should be
concerned? First and foremost, it
seems to me, we should be con-
¢erned with the particular phase
of the economic cycle in which we
.. “Keynote address of Mr. DuVall
at the Mid-Western Credit Con-
ference, Chicago, IIl,, Oct, 23,
1947.

Keaneth K. Du Vail

pitized for FRASER

Now, that-title strikes' me-as being conveniently broad- and
Such specialists and experts in the credit

eem to be operating at this time,
Jur enemies are.well aware of
‘he cyclical nature of capitalistir
economy. and they know full well
‘hat the tide has been rising thess
many years.and. now shows the
aistorical signs of beginning to
s0il off at the top. Nothing could
Jelight those who wish to see the
2conoiryv of {ree enterprise ovar-
‘hrown more than a “bust” in the
“boom and bust’ conception so
widely held. Are we predestined
or, skall I say, doomed to follow
this “boom and bust” pattern?

Chances Favor Change in Economi~
Weather ’

As credit men we know that
after more than a decade of in-
creasing prosperity the chances
row favor a change in the eco-
nomic weather. Those among us
who have been granting credit
since slow recovery got under way
in the early thirties know how
relatively simple it is to succeed
in risk taking when times ave
good. Those among us who have
the job of continuing to grant and
administer credit in the years
ahead must know that we grow
increasingly vulnerable, The wis-
dom and skill that we bring io
bear on credit policies and de-
cisions may well become a deter-
mining. factor in the prolongaiion
of prosperous conditions or the
arecipitation of a crippling perviod
of depression.

Fortunately, it seems to me, the
statistical position of our. banks
at this time is so much stronger
than in previous boom pariods
that we shall not find it necessary
to adont the policies of forced
liquidation which characterized
the short but precipitate setback

‘of 1921-1922 and. the almost dis-

aslrous depression of the early
thirties. By statistical position I
refer with emphasis to the reia-
tionship between so-called “risic”

assets—largely loans today—and !

capital funds. It astonishes me
to {ind an occasional banker still
thinking in terms of a safe rela-
tionship hetween loans and de-
posits.
a manufacturer to calculate his
limits by comparing invantory to
current liabilities, With some
notable exceptions, the banks of
the country have capital funds in
strong proportion to loan totals,
Despite this, human psvchology 1s
such that some kankers may be-
come panicky and force situations
that with sound:- nursing: could- be
brought through a crisis of coi-
siderable proportions. Then, again,
the attitude of the bank super-
visory agencies: is a factor of :m-
portance over which: bankers; as
such, have no control. Let us hope
that these agencies' take a con-
structive and sound course when
readjustment sets. in.

In any event, let .us realize that
with plenty of capital to absorb
the shock of possible credit lozses

when a change in the economiz|. -

weather comes we .can afford to
nurse our problem cases and avoid
adding the fuel of forced liquida-

tion to the smoldering fires of
economic¢ maladjustment. If we:
are free from depositor pressure
we may have the opportunity to
show our belief in a cyclical type
of economics which promises bei-
(Continued on page 37) .- :

‘tries,

‘trade has fallen.

It would be as logical for |-

. .,ungle

“International Bank for Recenstruction. and. Developmen

Sam Looks Abroad

By CHAUNCEY G. PARKER*
Director of Administration,

. Asserting International Bank aims!at world-wide. recovery. and stability, its administrative executive de~ '
- scribes bank’s functions and limitations.  Stresses loans must be made for productive purposes-related to
projects- of -reconstruction- and: development and' must- have: sound: financial: base; - Ascribes, shortage
. of lahor in Europe to, unnecessary employment in. governmental and. non-productive pursuits, and urges

greater. mobility. of manpower. . .

When you leave England these days, in-the autumn of- 1947, the traveler proceeds to
Southampton 12 or 24 hours ahead: of sailing time, depending upon whether he travels first
But all classes must undergo a most*rigorous though very

class, cabin class or tourist.
polite customs

examination,
Whether
British or
alien,; you
may . take
nothing . of

wvaluewith
you: unless: . §
ryou-have. first. f

queued up and

obtained

an export

vermit. You

have expe- K#
rienced  this - %
sort of exam-
ination in
other coun-
but England has always
been a world-trading country and
you are suddenly impressed with
the low state into which world
If you have
motored down from London in the
evening, as I 'was lucky enough to
do, the Queen Elizabeth, its colos-
sal orange and black funnels
floodlighted, looms up while you
are still a mile or more from the
docks. You proceed through. the
city, its war -wounds healing to a
scar, you board the ship, go to bed
and the next morning have an
experience for which only a
month or more on England’s aus-
terity diet can prepare you. The
breakfast menu handed to you has
a dozen or more varieties of fresh
fruits and juices, and so on down
the line. You have’t seen such food

Chauncey G. Parker

*An address by Mr, Parker be-
fore the Cotton Textile Institute,
New York City, Oct. 22, 1947.

| for weeks. You feel like the cow-

: | tossed the bill of fare aside and
.| drdered $50 worth of ham and
| eggs.

| eat a lot in England so far as bulk
“|is concerned, but it is like eating
:1spaghetti, without sauce, butter

B palate is concerned, and like it

.| England or in France you see no

3oy who, having struck it rich,
isited the best hotel in town,

| If you are a hotel guest you can

or cheese, so far as tickling your

again because an hour later you
feel hungry. It is true that in

starving people, but you see
people who are hungry both. spir-
itually and physically, and puz-
zled as to why things are the way
they are.

We had been attending the Sec-
ond Annual Meeting of the Boards
of Governors of the International
Bank for Reconstruction and De-
velopment and its sister organi-
zation, the International Mone-
tary: Fund. The chief financial
officers of 45 nations, the stock-
holders of these institutions, were
.assembled in London. - England
has just found it impossible to

continue sterling. dollar converti-
bility and the conferences-on tli2

they had made to get elected.
They were face to face with the
curse of bad money and: its dreary
companions, customs barriers,
price-fixing, unbalanced agricul-
tural and .industrial production,
pendulous bureaucracy, and, worst
of all, the inhibiting effect on the
hopes and energies of the people.
I heard a highly placed English-
man ask a Belgian diplomat, “Ta
what do you attribute the pros-
perous . and productive times in
Belgium?” The Belgian thought
a moment and said, “To five
things, First, to the liberation of
my country by the gallant British
and American troops. Second, to
the fact that this liberation was
swift enough and early enough to
prevent destruction of our plants
by the enemy. Third, to the fact
that the war was still being waged
and our people had tremendous
incentive to work for victory.
Fourth, to the vigorous and really
courageous steps taken by our
government to put our financial
house in order. And, fifth, its in-
telligent -action in releasing con-
sumers’ goods to provide incen-
tives for work.” In other words,
the Belgian Government had suc-

Marshall plan were culminating in
Paris. Rep);esentatives of Latin
America were protesting that
devefopmexﬁ ;of underdeveloped
areas. should receive equal con-
sideration by the Bank with re-
construction. The governments of
every country, struggling to re-.
main in power, wondered if they
ico‘uld do so and retain their

ideologies and keep the promises]

ceeded in releasing the energies
'of the people. Europe’s basie
problem, the revival of production
.and the restoration of financial

and political stability, had been
‘achieved, An impressive record
'which is followed with interest
by neighbors not so fortunate or
perhaps wise. The International
(Continued on page 36)
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NSTA Notes

FLORIDA SECURITY DEALERS ASSOCIATION
At its annual convention, the Florida Security Dealers Associa-
tion eiected T. Nelson O’Rourke, T. Nelson O’Rourke, Inc., Daytona
Beach, Fla., President. . ’
Other officers elected were A. M. Seaber, Merrill Lynch, Pierce,
Fenner & Beane, Jacksonville, Vice-President; and D. Kirk Gunby,
A. M. Kidder & Co., De Land, Fla., Secretary-Treasurer,

T. Nelson O’Rourke D. Kirk Gunby

In addition to the officers, Thomas S. Pierce, Clyde C. Pierce
Corp., St. Petersburg; George M. McCleary, Florida Securities Co.,
St. Petersburg; F. Boice Miller, B. J. Van Ingen & Co., Miami; and
James Cranford, Atlantic National Bank of Jacksonville, make up
{he Board of Governors,

Securities Salesman’s Corner

By JOHN DUTTON
The Biggest Threat to Prosperity?

(Continued from page 6)

nation. Unknown to the people we are traveling the same road as
England and France. The only difference is that we started with the
finest system of capitalism and productive tools the world ever knew
until Roosevelt began to tinker with that system after He eventually
taok over in 1932. He not only never solved the depression but he
prolonged it. The war made it appear on the surface that we re-
covered but it only got us deeper into the mire, What we are having
now is not true prosperity. It is a post-war inflationary boom which
i3 based upon a war created shortage of consumer goods, a Roosevelt
depression, created shortage of capital goods, combined with an in-
flationery condition based upon a combination of these factors and
depreciated money (which is also a direct result of New Deal
monetary policies). Once these war created shortages of consumer
goods are made up and the lag in capital goods still remains, and
world wide pump priming fails (as it surely will just as it did here
in the thirties) we will then have a serious depression.

There are those who prate about human rights being superior to
property rights. There are folish people among us who say “if private
industry can’t do it then the government will have to do it”. But
property rights and human rights are one and inseparable. Our
hiswry is replete with examples that show conclusively that once
the :tate invades the rights of the people and takes over the building
of homes, of banking, of manufacturing ete. that the people gradually
loce their initiative and are swallowed up Ly their taskmasters, who
2lso tell them before they take over THAT THE GOVERNMENT
WILL BE GOOD AND KIND AND WILL TREAT EVERYONE
FATRLY. In England they are now telling the people just that but
at the same time pateralistic government is FORCING MEN TO
WORK WHERE THE GOVERNMENT WANTS THEM TO WORK
AND WHEN IT WANTS THEM TO WORK. Of course, this is only
the beginning of the eventual denial of all civil and religious rights.
Big government always takes over GRADUALLY.

If we are to prezerve freedom in the United States we must have
ro comp;‘omise with government ownership. We must also eliminate
the political party from control of our government which has stifled
the flow of venture capital into industry during the past 15 years.
Otherwise it will be only a question of time until an economic col-
lzgree so complete and all-engulfing will overtake our people that
either a dictator of the right or the left (it makes no difference) will
take our _Constitution and burn it on the White House steps. When,
and if this will come about, will depend upon- whether or not the
people can take back control of their business and banking from
the bureaucracy which now exists in Washington.

PRIMARY TRADING MARKETS

FOR
BROKERS, DEALERS and BANKS
IN

COLORADO and WYOMING
SECURITIES

Established 1929

pson & Company

B. E. Sim

California Building, Denver 2, Colorado

Telephone KEystone 3101 Bell Teletype DN 157

Blyth & Go. Underwrites
Indianapolis Power
Common Stock

An investment banking group
headed by Blyth & Co., Inc., is
underwriting an offering by In-
dianapolis Power & Light Co. to
holders of 'its common stock
whereby the stockholders of rec-
ord Nov. 5 may subscribe to
214,451 additional shares of com-
mon stock of the company at $22
per share at the rate of one share
for each four shares held. The
subsecription warrants will expire
on Nov. 19.

During the period of the sub-
scription rights the underwriting
group may offer shares of the
common stock to the public at a
price no lower than the subscrip-
tion price and no higher than the
last sale price on the New York
Stock Exchange in the preceding
24-hour period.

Proceeds from the sale of the
214,451 additicnal shares of com-
mon stock will be applied toward
the cost of the company’s con-
struction program which is esti-
mated to call for expenditures of
$35,200,000 over a four-year pe-
riod beginning Jan. 1, 1947. The
balance of funds necessary to fi-
nance the construction program
will be obtained from the com-
pany’s treasury, from operating
revenues and from the sale of new
securities.

One of the principal projects in
this program involves the con-
struction of a new generating sta-
tion to be located on White River,
near Indianapolis, at an estimated
cost of $13,830,000.

The first 40,000 kw. turbo-
generator is scheduled to be com-
pleted early in 1949. A second
40,000 kw. {urbo-generator is
scheduled for completion by the
latter part of 1950.

Lehman Group Offers
Macy’s Debentures

Lehman Brothers and Goldman,
Sachs & Co. head an underwriting
group that is offeringly publicly
today $20,000,000 R. H. Macy &
Co., Inc. 25-year 2% % sinking
fund debentures, due Nov. 1, 1972
at 9912 % and accrued interest.

The net proceeds will be :ap-
plied in part to the payment of
$7,000,000 in bank loans currently
outstanding, with the balance
added to the Company’s general
funds. The remainder of the pro-
ceeds, together with additional
funds which may result from de-
preciation accruals and undistrib-
uted earnings, will be used for its
improvement and expansion pro-
gram and for the carrying of in-
creased receivables and inven-
tories which may be necessary in
connection with expanded opera-

tions. It is estimated, based on
present cost levels, that the Corp-
oration’s contemplated improve-
ment and expansion program will
require approximately $25,000,000
during the next five years.

The debentures will be redeem-
able at prices ranging from 102%
to 100% and through operation of
the sinking fund at 100%. ‘

The company’s outstanding cap-
italization after the sale will com-
prise the $20,000,000 in new de-
bentures; 165,600 shares of cumu-
lative prefererd stock, ($100 par),
series A 4Y%%; and 1,719,354
shares of common stock.

Net retail sales of the corpora-

i tion and its subsidiaries for the
fiscal year ended Aug. 2, 1947 to-
taled $285,083,000 while net in-
lcome amounted to $7,071,000,
| compared ‘with $255,662,000 and
$9,335,000, réspectively, in the pre-
vious fiscal year.

Implications of the Bill of Rights

By WILLIAM O. DOUGLAS*
Justice of U. S. Supreme Court

Comparing concepts of individual rights under totalitarian system
and our own government, Justice Douglas calls for observance of
the Constitution’s Bill of Rights “even when we deal with a minority
that seeks to confuse and divide us.” Upholds Justice Brandeis’
dictum “greatest dangers to liberty lurk in insidious encroachment
by men of zeal, well meaning but without understanding.” Says we
still have a close identity with socialist democracies of Western
Europe and concludes it is the special responsibility of the Bar to
make our civil rights an active potent force in our national life.

A Soviet professor of law recently stated, “Man should have no
rights that place him in opposition to the community.” The idea has
ancient lineage. " The slogan for centuries under monarchies was
similar: “The King can do no wrong.” The slogan of every dictator

from time im-@

memorial has,

indeed, been

“I. am the

State.” Mus-
2solini and

Hitler are

among recent

illustrations.

Those who

control the

Communist

party are a

current ex-

ample,

Totalitarian-

ism has had

both varying

forms and
varying objectives. But the objec-
tives, no matter how venal or
how worthy, have invariably been
the excuse for suppression of
civil rights of the individual.

The technique is not exclusive-
ly that of dictators. In the 18th
century when democracy was
emerging in England, the young-
er Pitt sought to justify the in-
famous treason and sedition trials
on the ground that they were es-
sential to the defense and welfare
of England. Our own record is
not without blemish. We cannot
view ‘with pride what took place
in New England in the cases of
Sacco and Vanzetti nor what has
happened in the Far West to some
Americans of Japanese ancestry.
Every lynching is a repudiation
of the ideals on which our Re-
public was founded. And the
signs “No Natives Allowed,”
which until recently hung in the
cafes and theatres of Alaska, were
a negation of our American ideal.
The security of the state or the
social welfare was invariably ad-
vanced as the justification for
each and every lawless act of this
character. All of which bears out
the observation of Mr. Justice
Brandeis that, “Experience should
teach us to be most on guard to
protect liberty when the govern-
ment’s purposes are beneficent.
... The greatest dangers to liberty
lurk in insidious encroachment by
men of zeal, well-meaning but
without understanding.”

But such episodes did not set
the pattern. By the turn of the
19th century England won by
supreme advocacy and steadfast-
ness the civil rights which fear of
revolution had almost sacrificed.
And the instances where civil
rights of the individual are
sacrificed in our country are,
happily, decreasing with the
years. Moreover, by reason of
freedom of speech and of press,
the conscience of the nation can’
be aroused to prevent any increase
or spreading of these noxious
practices.

In totalitarian systems, how-
ever, sacrifice or obliteration of
the civil rights of the individual
is prominent and is apparently
the universal technique. Free-
dom of speech and of press would
be dangerous to those in power,
since they would create doubts
and suspicions concerning the in-
vulnerability of the rulers or
would generate opposition to

them. And full recognition of

+

i

freedom of religion would cause
the masses to realize that there
was, indeed, a God higher than
any secret police, wiser than any
judge, more powerful than any
dictator. That, too, would cause a
dilution in absolute temporal
power which the totalitarian
regime demands. These freedoms
are, in truth, unruly forces, the
source of gravest danger to those
who stand in their way.

I mention these obvious matters
to emphasize a less obvious point:
that the most important ‘differ-
ence between the democracies and
Nazi Germany and between the
democracies and Communist Rus—
sia is to be found in the existence
of civil rights in the democracies
and their absence in totalitarian
countries. That difference over-
shadows even the vital differences
in economic and social organiza-
tion—differences which I in na
way intend to belittle. But the
latter differences are likewise
great when we compare this coun-
try with the democratic socialist
countries of western Europe. For
in the latter, many industries have
been socialized and free enter-
prise, as we know it, has to a
degree disappeared. Yet in spite
of that great difference, the civil
rights of the individual under
these socialist regimes have, with—
out exception I think, continued
to flourish, political opposition
has been unhampered, the press
has not been shackled, and the
churches have remained open.

William O. Douglas

Have Close Identity With Socialist
Democracies

Yes, in spite of the fact that
radically different political and
economic programs have emerged
in the socialist democracies of
western Europe, we in this coun-
try have a close identity with
them. We have similar traditions
of fair play, of due process.
Dignity and worth of the individ-
ual are first in our scale of values.
We respect his rights not only
when asserted agairst his fellow
men, but also when asserted
against his government. He has,
contrary to the totalitarian philos—
ophy, rights which f{requently
place him in opposition to the
community. )

I do not emphasize the im-
portance of civil rights in the
democratic scheme of things to
lecture Russian or other totali-
tarian regimes on what we deem
to be their inadequacies. The
peoples of each land are entitled
to work out their own destiny. I
hope we are always tolerant of
their attempts. As measured by the
standards of western civilization,
some are in their infancy—just
beginning to walk, so to soeak,
after being freed from the chains
of a slavery centuries old. These
people of the world have different
beginnings, different backgrounds,
different heritages and traditions.
It took English-speaking peoples
seven or eight centuries to win
their Bill of Rights. Others who
are just emerging from serfdom
or who are still in slavery would,
if given their freedom tomorrow,
have a long and painful path to
travel before they enjoyed the
full blessings of liberty. Tradi-
tions or habits of thought cannot

#*An address by Justice Douglas
at the Annual Dinner of the

Rhode Island Bar‘ Association,

Providence, R. I, Oct. 29, 1947. (Continued on page 42)
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Economic Advisory

Gouncil Reports on

Foreign Aid Burden

Holds high exports have added to inflationary pressures, but points
out rising domestic production could sustain present heavy export
demands, and urges retention of high tax levels to offset fiscal

impact.

Sees greatest problem in grain and steel shortage.

The Council of Economic Advisers, comprising Edwin G. Nourse,
Leon Keyserling and John Davidson Clark, in reporting to the Presi-

Edwin G. Nourse

Leon H. Keyserling

Dr. John D. Clark

dent on the burden which would be imposed on the nation’s economy
by providing increased foreign aid, has issued the following sum-

mary of the investigation:

Scope and Purpose
The principal questions considered in the Report are the extent

of the burdens that would be im-®

posed on the economy of the
United States by providing fur-
ther foreign aid during the next
few years and the capacity of the
economy to support those burdens.
Since a companion report pre-
pared under the direction of the
Secretary of the Interior deals
with national resources and physi-
cal capacities, the Council of Eco-
nomic Advisers centers its atten-
tion upon the effect of exports,
financed in part with government
funds, upon domestic production,
consumption, and prices. Burdens
are measured first in terms of
goods made available abroad and
withdrawn from domestic con-
sumers, and second in terms of
price effects; then these price im-
pacts are looked at in their rela-
tion to the general functioning of
the domestic economy; and then
the effect on government finance
and the tax structure is examined.

The Impact of Past Aid—Size

The effect of the export surplus
to date is highly relevant to an
inquiry into the general impact of
a new foreign aid program be-
cause, at the levels of new foreign
aid under discussion, the export
surplus in the future will be lower
than it has been in the recent past,
while our total domestic output of
goods and services will probably
be higher in future years.

The size of the export surplus
furnishes a general measure of
impact, since it represents the ex-
cess of goods and services sent
abroad over the goods and serv-
ices that we import. In 1946, total
exports were $15.3 billion and the
export was $8.1 billion. In the
second quarter of 1947, total ex-
ports reached a peak annual rate
of $21 billion, imports were about
$8 billion, and the export surplus
rose to an annual rate of $13 bil-
lion, but in the third quarter ex-
ports declined to an annual rate of
$18.3 billion, and the export sur-
plus to $10.3 billion.

Since the end of the war, gov-
ernment financial aid to European
countries has financed about
four-fifths of their excess of pur-
chases from us in 1946, and nearly
all of it in the second quarter of
1947. The large part of the export

surplus financed through our for-
eign aid program has reflected
economic conditions in Europe
and the depletion of their buying
resources. Since the end of the
war, the government has financed
about one-third of our exports to
the world as a whole, and about
two-thirds of our total export sur-
plus. The impact of aid has, there-
fore, been substantially less than
that of the total export surplus.
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Effect of Past Aid on Domestic
Consumption

The size of the export surplus
to date has naturally decreased
the amount of goods available for
domestic consumption. But it has
not, in view of the tremendous in-
crease in American productive
capacity during and since the war,
prevented the American consumer
from enjoying a general standard
of living far above any prewar
level. Actual domestic consump-
tion of most significant items is
now far higher than before the
war. For example, per capita con-
sumption of meat has risen from
125 pounds a year in the prewar
period to an estimated 155 pounds
for 1947. Such shortages of goods
as we experience reflect unparal-
leled levels of domestic demand
based on high national income.

Effects on Price Level to Date

The high foreign demand has
added to the inflationary pressure
on prices, but the much larger
domestic demand has been the
principal cause of the upward
pressure. Prices remained stable
during the second quarter of 1947,
when the export surplus reached
its peak. 'In the third quarter of
this year, although the export de-

played an important part in the in-
creases in grain prices, due to high
foreign demand for wheat in the
face of adverse crop developments.
Grain price increases have spread
to livestock and other food prod-
ucts. But even for food, the sharp
rise stemmed largely from the ex-
ceptionally high domestic de-
mand. Looking at the economy
generally, price inflation has been
caused mainly by domestic factors,
but shortages of specific commod-
ities present different problems as
will be shown later.

The General Impact of a New
Foreign Aid Program

In the absence of a new foreign
aid program, it is likely that our
export surplus would sink to an
annual rate of $4 to $5 billion by
next year, contrasted with the $13
billion annual rate in the second
quarter of 1947 and an estimated
current annual rate of about $10
billion. Assuming that our imports
remain at approximately the cur-
rent level of about $8 billion a
year, our total exports during next
year would sink to an annual rate
of $13 billion or less, compared to
an annual rate of $21 billion in
the second quarter of 1947 and an
estimated current annual rate of
about $18 billion. The major re-
ductions would occur in our ex-
ports to Europe.

While this rapid reduction in
exports would probably not inflict

mand has been diminishing, it has |

serious short-run damage on our
own- economy, substantial prob-
lems .of readjustment would be
generated. Moreover, the indus-
trial paralysis which could be ex-
pected to result in some other
countries would have repercus-
sions of major proportions upon
our own economy and upon world
stability.

The report assumes for illustra-
tive purposes a foreign aid figure
based upon the Paris Conference
Report which would reach a max-
imum annual rate of $8 billion
during the first year, including
about .$1 billion already author-
ized, and which would produce a
maximum export:surplus of about
$12 billion -a year. This would
mean total .exports at a peak of

" | not more than $20 billion a year,
- |assuming $8 billion of imports.

Since these levels are lower than

those reached during the second

quarter of 1947 and would decline
appreciably from year to year, it
follows that the export surplus re-
sulting from any future foreign
aid program will at no time equal,
and for most of the time will be
substantially less, than levels
which have been reached during
the current year.

In view of the long-run pros-
pect for increasing American out-
put if maximum emplayment and
production are maintained, these
facts lead to the conclusion that
the general impact of a new for-
eign aid program of the assumed
size upon the American economy
could be sustained because a
larger impact has already been
sustained. The report stresses,
however, that problems raised by
specific commodities in relatively
short supply could distort or over-
turn this generally optimistic pic-
ture if not dealt with effectively.

(Continued on page 33)

Econtomist Forecasts Increased
| Productivity

Roderick H. Riley of National Planning Association says same
kind of spirit in activity following World War I must be expected

soon because of current heavy investment.

Says problem will be

the consumer absorption of expanded output,

The_ same kind of a spurt, which reflected a postwar increase of
productivity as a result of the heavy capital expenditures made in
1919 and 1920, must be expected to result from the current heavy
investment, Roderick H. Riley of the National Planning Association

stated on Oct, 27 at the meeting &

of the Washington Control of the
Controllers Institute at the Carl-
to_n Hotel. Mr. Riley was formerly
Director of Research of the Office
of Price Administration.

In 1945 and 1946 there was
sharp controversy, said Mr. Riley,
as to whether industrial produc-
tivity had risen during the war
sufficiently to make feasible wage
increases of the dimensions then
demanded. This year with busi-
ness expenditures on new plant
and equipment expected to run
about $15 billion, bringing the
total since V-J Day to over
$30 billion, the only question
about productivity is how fast is
it rising?

He pointed out that the heavy
capital expenditures made in 1919
and 1920 were reflected in a post-
war increase of productivity
amounting to a full third in three
years. The same kind of spurt,
he predicted, must be expected to
result from the current heavy in-
vestment.

Any such rapid growth of pro-
ductivity will pose major prob-
lems, he warned. When American
industry is fully tooled up and
capital expenditures slacken off,
will consumers be ready and able
to step info the market and make
up the difféerence, Mr. Riley asked.
Will they, in addition, be able to
buy the expanded output that our

improved plants will be capable .
of producing? Can Management
and Labor agree on the wages and
can industry and agriculture find
the prices that will help keep the
economic machine running at top
speed? Or will heavy public
spending, whether on public works
at home or on relief and recon-
struction abroad, again becom2
necessary to absorb the expanded
output of American factories and
farms?

These problems do not face us
today, Mr. Riley concludes. They
may not face us in 1948. But
sooner or later they will come {o
the fore and will have to be an-
swered, Mr. Riley cautioned. If
we want to prevent the shrinkage
of marxets for consumption and
investment, such as precipitated
the crash of 1929, if we want to
prevent the need for renewed
large-scale government interven-
tion, we must be ready with the
right answers, he concluded.

With Wainwright & Co.
(Special to THE FINANCIAL CHRONICLE)

MANCHESTER, N. H—Clinton
W. Jackson has become associated
with H. C. Wainwright & Co. of
Boston. In the past he was Man-
chester representative for Tucker,
Anthony & Co.

Harriman Ripley & Co.
Incorporated

A. C. Allyn and Company

Incorporated

Kidder, Peabody & Co.

Schoellkopf, Hutton & Pomeroy, Inc.

This advertisement appears as a matter of record only and is under no circumstances to be construed as an offering
of these shares for sale, or as an offer to buy, or as a solicitation of an offer to buy, any of such shares,

The offering 15 made only by the Prospectus.

214,451 Shares

Indianapolis Power & Light Company

Common Stock
(Without Par Value)

Rights, evidenced by Subscription Warrants, to subscribe for these shares have been
issued by the Company, to holders of its Common Stock, which rights will cxpire at
three o’ clock P.M., E.S.T., November 19, 1947, as more fully set forth in the Prospectus.

Subscription Price to Warrant Holders

$22 per share

The several underwriters named below may offer shares of Common Stock acquired through the exer-
cise of Subscription Warrants, or otherwise, and shares of Unsubscribed Stock, at a price which may
vary each 24-hour period commencing 3:00 P.M., Eastern Standard Time, on November 5, 1947. Such
price shall be not less than the Subscription Price set forth above, or more than the last sale price of
Common Stock on the New York Stock Exchange in the last preceding 24-hour period in which
Common Stock was sold on said Exchange.

Copies of the Prospectus may be obtained from the undersigned only by persons to whom
the undersigned may legally offer these securities under applicable securities laws.

Blyth & Co., Inc.
Hemphill, Noyes & Co.

A. G. Becker & Co.

Incorporated.

Stone & Webster Securities Corporation

H. F. Boynton & Co., Inc.

Hornblower & Weeks

Central Republic Company

(Incorporated)

Henry Herrman & Co.
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Canadian

Securities

By WILLIAM J. McKAY

Slowly but surely Canada is laying an enduring foundation on
which Canadian foreign trade and finances can be soundly developed.

In spite of manifold pressures to resort to palliatives and hasty ex-.

pedients the Dominion has wisely decided to concentrate on construc-
tive planning along more mdependent lines than in the past. Indeed
to a great extent Canada is new turning her current difficulties to

good account, Although disguised®
as a result of a consistently favor-,

. able overall commercial balance,
the Canadian foreign trade posi-
tion has always been unduly vul-
nerable to detrimental external
influences as the present crisis
clearly illustrates.

Now a new pattern is beginning
to unfold in accordance with
which Canada will shape her fu-

. ture policies in closer cooperation
with this country. As far as the
long-range aspect is concerned
there appears to be little diffi-
culty. Schemes for greater
eventual recourse to Canadian re-
sources for the purposes of for-
eign relief, however, will require
considerable time for their actual
implementation and in the mean-
time the Dominion’s immediate
U. S. dollar problem still remains
to be solved. Similarly any U. S.-
Canadian trade agreement de-
signed to correct the chronic im-
balance of trade between the two
countries will not have an im-
mediate effect. Consequently
Canada is still obliged to give
consideration to unconstructive
measures such as restrictions on
U. S. imports in order to stem the
drain on her existing U. S. dollar
reserves.

Any action of this kind is
naturally viewed with repugnance
in both countries as it would be in
direct conflict with the mutual
desire to do everything possible
1o liberalize foreign trade. Con-
sequently it is necessary to find
means whereby Canada would
have access to U. S. dollar facili-
ties for current needs until such
time as the operation of the long-
range plans exert their beneficial
effect.

Any financial arrangement with

Canada devised for this purpose]

would be entirely distinct from
the relief measures which are con-
templated for the war-ravaged
countries of Europe. Canada has
the eventual means of repayment

. and the object of any extraordi-
nary steps to solve the Dominion’s
immediate problems would be to
relieve the best customer of this
country of the necessity to curtail
the volume of U. S.-Canadian
trade.

The facilities afforded by the

Internatiorial Monetary Fund are
too limited in scope, and in view
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of Canada’s special circumstances,
which are entirely unlike those of
Britain and the countries of
Western Europe, there is a clear
case for placing the Canadian
situation in a special category.
From the point of view of this
country any measure that will
strengthen U. S.-Canadian eco-
nomic and financial relations will
facilitate the general task of Eu-
ropean relief, With regard to the
Canadian standpoint it is signifi-
cant that Canada’s 'efforts at
Geneva not only heralded the end
of the deplorable foreign trade
era dominated by the strangling
effects of Imperial Preference and
the Hawley-Smoot Tariff, but it
also constituted a notable step in
the direction of a fuller integra-
tion of the U. S.-Canadian econ-
omies. This objective can not be
achieved, however, until the means
are found whereby the U. S. and
Canadian dollars can be freely
exchangeable.

During the week there was little
change in the external section of
the bond market but the internals
were inclined to ease in sympathy
with the slightly lower level of
free funds. Stocks were irregular
with the paper issues lower and
junior golds in demand in antici-
pation of government relief
measures for the stimulation of
gold production. Oils also were
higher following the recent price
increase for petroleum. products.

Frank B. Cahn to Merge
With Merrill Lynch

Winthrop H. Smith, managing
partner of Merrill Lynch, Pierce,
Fenner. & Beane, has announced
the consolidation of the business
of Frank B. Cahn & Co. with the
Baltimore office of Merrill Lynch,
effective Dec. 1.

This consolidation brings to-
gether the oldest Baltimore mem-
ber firm of the New York Stock
Exchange and one of America’s
largest securities houses.

Frank B. Cahn will become a
limited partner of Merrill Lynch,
Pierce, Fenner & Beane.

With DeHaven, Townsend

STAMFORD, CONN. — Lindsay
Y. Thompson has become asso-
ciated:- with DeHaven & Town-
send, Crouter & Bodine, Phila-
delphia investment firm.- Mr.
Thompson was formerly asso-
ciated with the Stamford office of
Merrill- Lynch, Pierce, Fenner &
Beane.

‘With Dreyfus & Co.

Herbert E. Herrman has become
associated with Dreyfus & Co., 61
Broadway, New York City, mem-
bers of the New York Stock Ex-
change. Mr. Herrman was pre-
viously with Hirsch & Co.

TAYLOR, DEALE
& COMPANY

64 Wall Street, New York 5
WhHitehall 3-1874
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By PAUL EINZIG

IInquest on Sterling Converhblhtv

In commenting on crisis in sterling convertlblllty, Dr. Einzig points out grave mistake was mad: by
British Chancellor of the Exchequer Dalton in advancing date of convertibility. Holds Britain’s ex-
port deficit and Secretary Snyder’s interpretation made convertibility impracticable.

LONDON, ENG.—The debate on the economic crisis which is taking place in the
House of Commons on its reassembly after the long summer recess has assumed largely the
character of an inquest on the convertlblhty of sterlmg And accordmg to a lobby wit, the

verdict wul
be, or should
be “Suicide
whilst of un-
sound mind.”
The more Mr.
Dalton seeks
to justify his
decision to
‘proceed with
the resump-
tion of con-
vertility the
more it be-
comes evi-
dent that the
policy pur-
sued on this
matter was
wholly wrong. In his speech on
October 24, Mr. Dalton reaffirmed
once more that the adoption of
convertibility was the inevitable
consequence of ‘the Loan Agree-
ment.

He emphatically denied that
the United States Government
has ever suggested a postpone-
ment ot the date. But, then, no-
body has ever claimed that such
a suggestion was made in a posi-
tive sense. All that was stated
by Mr. Dalton’s critics was tnat,
had he approached Washington
with the request of approval for
a postpunement of convertibility
his request would have received
sympathetic consideration. He did
not deny this, but preferred to
ignore the subject. In fact, it is
known over here that ever since
May, and possibly even earlier,
members and high officials of the
Warshington Administration, in
private conversation with- jour-
nalists,, made it plain that their
confidence in Britain’s ability to
resume convertibility at the pres-
ent stage was none too firm. and
that they would not be disin-
clined to discuss postponement.
Quite recently, it has transpired
that at an “off the record” con-
ference with London correspond-
ents of the American Press ir
Sentember, Mr. Snyder reaffirmed
this, though .of course he and
other Americans in official posi-
uon refrained from stating it ir
public, for it would have embar-
rassed the British Government.

Even if Mr. Daltcn was never
approached by Mr. Snyder with &
positive suggestion for discussing
a postponement of' convertibility
it should have been evident to
him frem obviously inspired
statements in responsible Amer-
ican and British newspapers that
Rritain’s difficulties were viewed
in official American circles with
understanding. It would have
been his duty to sound Washing-

Dr. Paul Einzig

ton at least informally. This, an-|

parently, he failed to do. Onithe
eontrary, he is known to have
aisolayed the utimost confidence
in his abilitv to make convertibil-
ity work. Now he claims that he
viewed the prospects all along
with grave misgivings, but for
obvious reasons he did not show
his true feelings. This explanation
can be accepted as far as his pub-
utterances were concerned.
Obviously it would have been
wrong to display in public any-
thing but the utinost confidence.
once a return to convertibility
had been decided unon. But there
was no reason for him to conceal
bhis pessimism within the four
walls of the United States. or
British Treasuries., when discus-
sing the matter with American
statesmen or officials.

Nor was there any excuse for
carrying the pretense so far as to
resume convertibility months be-
fore the date fixed under the Lioan
Agreement, This was done for the

cole purpose of inspiring confi-

wh\ch Mr. Dalton, on his own
dence in sterlmg, confidence
admission, did not himseli pos-
sess. In other words, it was sheer
blutf, and it cost the loss of many
millions of dollars. Had he con-
{ined himself to carrying out the
letter of the ' Agreement by re-
suming convertibility on July 15,
any sterling earned by other
countries prior to that date would
have been “old” sterling and
therefore inconvertible. By re-
suming convertibility earlier, he
had to convert a large amount of
sterling earned before July 15, so
that by that date his dollar poq-
tion was much weaker than it
‘would have been if he had not
bcen in such a haste in resuming
convertibility.

In bis. speech Mr. Dalton pro-
tested against criticising the offi-
cials of the Treasury and the
Bank of England who have been
accused in the Press of having
advised him on the matter of coa-
vertibilily. He very manfully de-
clared that the decision rested
with him alone, and any criticism
on account of it should be di-
rected against him and nobody
else. So far so good. But it would
have been even better if he had
admitted that some of the offi-
cials who have been accused or
suspected of having advised him
in favor of returning to converti-
bility had in fact advised him
against it. The Bank of England
is understood to have been very
pessimistic all along. It is true,
ofticials of that Bank had inspired
the financial Press with optimis-
tic utterances of a most mislead-
ing character. But in doing so
they merely obeyed instructions;
having registered their objections
they had to assist in the execu-
tion of the policy that was
adopted by the Government in
dlslegard of their protests

Straangely enough, Mr. Dalton’s
speech ler; unanswered p.ecisely
itriose criticisms for whica there
should have been a pertect an-
swer. He has been criticised on
both sides of the Atlantic for the
many loopholes through which
large amouuts of dollars were lost
as a result of abuses of the provi-
sions of convertibility. But most
of these loopholes were the in-
evilable corsequence of the inter-
pretation of convertibility forced
on him by Mr. Snyder. Had the
British - interpretation been ac-
cepted there would have been
inuch fewer loopholes. It would
have been possible to continue
convertibility some montts long-
c¢r. Even then, however, it would
have had to be suspended in all
orobability before the end of this
year, for the gap between British
exports and imports was greatly
increased by the facilities given
to foreign holders of sterling to
spend their money in the United
States. One of the most remark-
able omissions from Mr. Dalton’s
uefense ig the absence of any ref-
erence to this fateful effect of
convertibility,

Had dhe debate taken place in
August, Mr. Dalton would have
‘found it difficult to face the storm
of criticisms. As it is, so many
things have happened since the
suspension of convertibility that
the whole disastrous experience is
now looked upon as a matter of
past history. Also Mr. Dalton’s
most formidable critic on tech-
nical subjects such as convertibil-
ily, Colonel Crosthwaite-Eyre, is
away in the United States on a
-lecture tour. So the chances are
that Mr. Dalton will be let off
comparatively lightly. Even so,
his prestige in the country and
his popularity in the Labor Party
have suffered as a result of the
convertlblllty crxsns

Merrill Foundation ln Promole Study cf Effecl
of Taxation on Business

The Merrill Foundation for Advancement of Financial Knowl-
edge, an endowment fund organized to promote study of economic
and business problems, was announced yesterday by Winthrop H.
Smith, President of the Foundation and managing partner of Merrill

Lynch, Pierce, Fenner & Beane. @

The announcement of the Mer-:
rill Foundation was made in con-
nection with the announcement of
a grant of $175,000 to the Presi-

Winthrop H. Smith  Chas. E. Merrill

dent and Fellows of Harvard Col-
lege for a study of the effects of

.taxation on business. This study,

which is expected to extend over
the next two years, will be made
under the supervision of the Grad-
uate School of Business Adminis-
tration of Harvard University.
The Merrill Foundation was
conceived in 1945 by Charles E.
Merrill, directing partner of Mer-
rill  Lynch, Pierce, Fenner &
Beane. It was organized with an

original donation from the firm’s

‘partners totaling $1,000,000. An-

nouncement of the Foundation
‘was delayed pending trustee ap-
proval of its first major grant.
Mr. Smith, in announcing the
educational foundation, quoted as
follows from Mr, Merrill’s original
suggestion to his partners: ’
" “We, in common with' most
Americans, may have come to take
for granted the country’s great
growth and prosperity which have
resulted from our political and
‘economic democracy, just as many
of us take for granted our Con-
‘stitution and Bill of Rights. ‘
“It is but pointing out the ob-
‘vious to say that the United States
is now at one of the major cross=

‘roads of its history. Political and
‘econamic

systems and beliefs
which differ profoundly from ours
are growing up in other countrxes
throughout the world.

“Coupled with their challenge
to our democracy is the need
within our own country for a bet-
ter understanding of the basic
principles underlying the Ameri=
can system-and’ an examination
‘of those principles in the light of
the current and future problems
which we face.”

Mr. Smith said that the trustees
of the Foundation had examined

several dozen provosals during the’

past two years. “Of all of the sug-
gested - studies,” Mr. -Smith- said,
“rone” seemed. more: vital than a

Pigitized for FRASER
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truly objective examination of the
‘effects of taxes on business.
“The trustees of the Meurill
Foundation believe that ‘this pro-
posed study, surrounded by every
safeguard of complete .academic
freedom, will produce an unbiased
“mass of data that should open the
.door to a new approach to the
whole problem of business taxa-
- tion.” .
. The trustes of the Foundation
are: Mr. Merrill, Mr. Smith, Dean
Donald K. David of the Harvard

Graduate School of Business;
Harold .F. Johnson, Attorney,
Prospect, Ky.; Stanley King, Pres--
ident Emeritus, Amherst College;
John J. McCloy, President, Inter-
national Bank for Reconstruction
and Development, Gordon -Rent-
schler, Chairman, National City

'Bank, and Albert F. Jaeckel of

Chadbourne, Hunt, Jaeckel and
Brown. Professor Bertrand Fox
of Williams College is the Admin-
istrator,

¢iles Price Effects of !nér;ésed Money Suppiv

NAM, in cemprehensive report, traces relationship between trebled

money supply and increased physical production of only 709,.
Urges management and labor to hold prices and wages down to

allow production to approximate demand.
The phenomenal increase in the money supply in this country
- is a major factor in the current high price structure, the National
Association of Manufacturers declares in a comprehensive price
investigation report which ig being prepared for publication and

which seeks to paint its price pic-¢

“lure in the proper perspective so
that an effective attack can be
Jaunched upon high prices.

Pointing out -that the money
supply has more than trebled since
1939, while physical production
has increased only 70%, the NAM
-says the unprecedenied gap be-
tween money and production ex-
erts so strong an upward pressure
on pr.ces that it is surprising that
prices are not even higher than
they now are, In general, the
NAM continues, the more rapidly
‘the money supply outstrips pro-
duction, the greater is the pres-
“sure on prices.

For this reason, the NAM ex-
plains, it has appealed for months
-to both management and labor to
hold prices and wages at then
current levels to- allow produc-
tion to increase to a point where
supply more closely approximates
«demand.

“And to prevent further rises
in the price level, ii is essential
to close the gap between the
money supply and the production
of goods by stepping up produc-
tion and preventing any further
expansion in the money supply,”
the NAM warns, adding that its
study is designed to penetrate the
mass of popular misconceptions
:about prices and to help distin-
:guish between descriptions of how
prices have risen and why they
‘have risen,

" .The NAM report’s statistical
-analysis, based on United States
‘Treasury Department figures,
traces the growth in the money
'supply since 1912, when it was
‘$11 billion. It increased to $26
billion in 1929, then dropped to
“$19 billion in 1933—anq increased
:since that date to $33.4 bllion in
1939, and to $108.5 billion at pres-
«ent;
{ “The important thing to remem-
ber is that the money supply .is
‘not just a statistic,” the NAM con-
tinues. “It js buying power— ac-
“tual .dollars ¢wned by the people.
"Anincrease in the money supply,
‘thérefore, inevitably must be re-
flected in income and in the dol-
lar value (as contrasted with
physical units) - of ..production.
"Thus we find. that.-while the
money supply was ‘trebling .since
. 1939, national income—the .total
. «of_all ‘income from current’ pro-
«duction—increased from $72.5 bil-
‘lion to $199 billion, and the gross
national product—the total mone-
‘tary value of all goods and serv-
ices produded —increased from
$90:4 ‘billion to $228 billion.
{ "“In"other words, since- physical
‘production: has. not .increased. as
rapidly as the money supply,

there has had to be an.adjustment | .

in money. value, or prices, - The
«exact amount of this price adjust-
ment depends upon the rapidity
‘with which the money supply
‘turns over, or is used for pur-
«chases. While money supply is a
key factor in price developments,
‘this does not mean that the ap-
‘parent price level is to be ex-
‘plained solely in terms of the
‘noney supply.”

. The NAM’s conclusions on the
effect of the money supply on

prices are part of a continuing
investigation into the causes of
present prices, The NAM observes
that while the money supply is
one of the principal factors in the
price situation, “there is no single,
simple explanation for the price
rise in a country so varied in its
economic structure as the United
States.”

Other factors which are being
analyzed separately in the NAM
price report are food and govern-
ment policy; wages and produc-
tivity; profit margins, and foreign
demand.

“The gross national product,
which reflects the monetary value
of production,” the NAM report
points out, “is low in relation to
the money supply, which would
indicate that there is no occasion
to fear a collapse of either prices
or production, insofar as the vol-
ume of buying power in the hands
of the public is concerned.”

The NAM also observes that the
present price level is low in rela-
tion to national income, even

though figures from the Bureau
of Labor Statist.cs show that since
1939, prices in this country have
risen at wholesale by about 100%
and at retail (consumer prices)
by 41%—through -August;  1947:
National income- rose  from $72.5

billion in 1939 to $197.6 billion as

of the first quarter of 1947.

The record as a whole since
1939, the NAM says, gives this
overall picture:

(1) The money supply has in-.
creased 225%. "

(2) Physical praduction of in-
dustrial goods has increased 70%.

(3) National income has in-
creased 173%.

(4) Gross national product has
increased 150%. )

- (5) Wholesale prices cof all com-
modities have increased 100%.

/The plain .conclusions which
follow from these facts are that
the ‘increase in-the money supply
has.been so great that, the most
impressive -fact -is not-that prices.
have been increased,” the report
states, “but that the rise has not
been substantially - greater; -that
the present price_level.is low in
relation to the--natignal income;
that so far as the volume of buy-
ing pawer .controlled by the public
is concerned, .there is little-if any
danger of a collapse of either
prices or production, because the
gross national product is low in
proportion to the money supply,
and that to prevent a further r:se

in. prices, it is essential to step|-
up production, and to prevent any |
further - expansion in .the- money |-

supply.”. _ .
Another important: fact,  the
NAM points out, which distin=
guishes the prices rises here from
the inflation of other countries,
is that the American public has
shown no signs of questioning the
integrity of .the dollar—on the
contrary, all reports show that
virtually the entire world is seek-
ing to accumulate dellars.
Also—while it may give small
comfort to -the housewife when

she goes shopping—the United

States has fared better than most

<'of the rest of the world in the face

of rising prices everywhere,

A survey of the-costs of Lving
in 32 countries, compiled by the
Statistical Office of the United
Naticns and covering the ten-year

period 1937-1947, shows that only |

six - nations have a better record
than the United States in “holding
the line” on prices. Of the re-
maining 25 countries. four are

suffering from serious inflation,
with China being in a state of
“hyper-inflation.” Many of the

.countries which have higher costs
‘of living than the United States

are still adhering, at least tech-
nically, to price control and ra-

tioning, the NAM concludes. !

Sidney Jacohs Forms

Own Firm in New York'

Sidney Jacobs Co. announce the
opening of an office at 115 Broad-
way, New York City to conduct

Sidney Jacobs

a general brokerage business spe-
cializing in Unlisted Securities.
Sidney Jacobs was formerly with
Batkin, Jacobs & Co.

With F. L. Putnam & Co.

PORTLAND, MAINE — Valeda
Nadeau has been added to the
staff of F. L. Putram & Cn.. Tne..
97 Exchange Street. Miss Nadeau

‘'was previously with Cunora J.

Murphy Co.

“Communists Penetrate Wall

Street’’:

Cheme

Research director says even partners in brokerage houses. contribute

to leftist organizations.

nations there are worse off than

Sees Soviet expanding in Europe and says

under Nazi domination. Holds

Traman doctrine is Russia’s best asset.
“There is a greater penetration of communists in Wall Streci

than in all of Hollywood,”

Leo Cherne, Executive Director of the

Research Institute of America, told the New York Society of Seeurity

Analysts on Oect. 23.

-

“The Communist-dominated union has haid
greater suc-@

cess
Fulton Street
than above,
particularly
in banks and
insurance
companies.
Even the
partners in
some of the
brokerage
houses have
contributed
financially to,
and sponsored
some organi-
zations with
obviously
Leftist leanings,” Mr. Cherne said.

Mr. Cherne expressed concern
not only with the stupid way in
which we are handling the Com-
munists abroad but in this coun-
try. On the latter, he. pointed
specifically to the mismanaga-
ment of the House un-American
Affairs’ Committee in setting up
Robert Taylor as an authority on
communism. The same stuoid
technique, he said, was being ap-
plied by the Committee in billing
Larry Parks, in the spotlight with
John Howard Lawson, script-
writer. It is like grouping together
a bedraggled Red Army soldier
with Vishinsky, and saying they
are bothe¢ommunists. Pointed out
in' the same gesture, the soldier
minimizes the threat of Vishinsky.

We are doing the same thing
in foreign affairs, he said. Only
recently have we become aware
that there is any world beyond
the oceans other than one which
sells French postcards and French

Leo. M. Cherne

below,

wines. We now find ourselves in
ultimate contest for power with
Russia—iwo strongly isolationisi
nations. But we are “raving inter-
nationalists” compared with th=
average citizen of the Soviet. Even
many of the Soviet officials, he
said, have no concept of actual
world affairs beyond Soviet
borders, and obviously have no
respect for our ability to produce.
“This is our ace in the hole,” M.
Cherne stated.

“The Soviet’s major assets are
chaos, anarchy, starvation, dis-
ruption, and political confusion—
an easy policy since it is much
easier to destroy than to build.
Chaos is the basic cornerstone of
Soviet postwar policy in Europe.
It is no accident that the Soviet has
not participated in peace treaties,
and that, invited to 19 separate
agencies set up since the war, the
Soviet did not even reply to half
the invitations, declining the
others.”

Cherne warned that the odds
are in Soviet’s favor, since chaos
always follows war. To restere
order in this devastation of ideas,
let alone material things, is a
gigantic piece of work. But ba—
cause Soviet policy is one of
chaos, ours of necessity must be
the contrary.

Continuing, Mr.
marked as follows:

“All European countries today
are worse off than before the
war, and what is worse, were
better of{ under Nazi domination.
Even France, which has always

Cherne. re-

(Continued on page 36)
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